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would also face a greater risk of being unable to meet their mortgage obligations.  The 
homeownership boom of the 1990s also brought many more single adults into homeownership, who 
may have less ability to carry their mortgage obligations in the wake of a financial crisis than 
households headed by two adults.   

Policy Implications 

Nonetheless, given the benefits that result from sustained homeownership, there is no reason to retreat 
from the goal of increasing homeownership opportunities for low-income and minority households.  
There is, however, a clear need for policies to increase the likelihood that homeownership will be 
sustained and its full benefits realized.  A concerted policy effort to improve homeownership 
experiences will have three broad thrusts: efforts to improve the initial homebuying choices made by 
these families and individuals—including whether owning is the right choice; efforts to ensure that 
homeowners optimize their mortgage choices after purchase and make appropriate investments in 
maintenance and improvements to their homes; and efforts to help owners resolve crises that threaten 
their ability to sustain homeownership.  For the most part, there are a variety of existing efforts to 
support homeowners in each of these areas.  As a result, the recommendations may be thought of 
more as an indication of where greater emphasis is needed rather than where there is currently a lack 
of effort. Among the specific approaches that need to be emphasized are pre-purchase counseling to 
ensure that prospective homebuyers make informed choices about buying a home, post-purchase 
counseling to provide support for families once they are in their homes, affordable refinance 
programs to help owners minimize the costs of homeownership, and loss mitigation programs to 
provide options for owners in financial crises to help them keep their homes.  

Areas for Further Study 

This review of the existing literature has also revealed a number of areas where not enough work has 
been done to fully understand the circumstances facing homeowners, the nature of their decisions, or 
the outcomes realized.  Further research is needed to provide a better understanding of the extent to 
which low-income and minority families and individuals benefit from homeownership as well as the 
challenges they face in sustaining homeownership over time.  Perhaps one of the most important 
issues identified in this review is that roughly half of first-time low-income homebuyers are not able 
to sustain homeownership for at least five years, with minorities faring slightly worse still.  Relatively 
little is known about the experience of these households as homeowners—what challenges they face 
and what resources they have to respond to these situations.  Perhaps the most important area for 
further research is to gather better information about the experience of low-income homeowners.  
This information is needed for policy makers to be able to identify the type of support that is needed 
to ensure that low-income and minority households are able to sustain homeownership over time to be 
able to realize its many financial and social benefits.   

Outline of the Report  

This report consists of six chapters.  Chapter 1 describes the motivation for the study, outlines the 
benefits associated with homeownership, and describes the process by which these benefits are 
realized. Chapter 2 uses the American Housing Survey to examine trends in the characteristics of 
first-time homebuyers since the early 1990s and describes the housing choices made by these 
homebuyers with an understanding that these choices have important implications for the likelihood 
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that the long-run benefits of homeownership will be realized.  Chapter 3 examines the choices and 
experiences of low-income and minority homebuyers after they buy their first home, including how 
often they move and leave homeownership, their experience with home maintenance and remodeling, 
and their choices about when to refinance and the mortgage terms they obtain upon refinancing.  
Chapter 4 reviews the literature evaluating the financial returns to homeownership and whether low-
income and minority homeowners are less likely to experience financial gains than other owners.  
Chapter 5 focuses on what is known about the social benefits of homeownership for low-income and 
minority owners, including impacts on owner’s psychological and physical health and the well-being 
of their children. Each of these chapters concludes with a detailed summary of findings. The report 
concludes in Chapter 6 with an overall summary of findings, a discussion of the policy implications 
of these findings, and an identification of areas where further research is needed. 
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Chapter One: 
Introduction 

There was a notable shift in federal housing policy in the early 1990s to place greater emphasis on 
efforts to promote homeownership for low-income and minority families.1  To be sure, federal 
support for homeownership had a long history prior to this time—from the creation of the Federal 
Housing Administration and Fannie Mae in the 1930s, through providing financial guarantees for 
long-term, low downpayment mortgages that helped fuel the tremendous post-war homeownership 
boom, to the interest rate subsidy programs introduced in the 1960s.  But as Carliner (1998) notes, for 
the most part the primary goals of these efforts were not to increase homeownership rates but rather 
were designed either to spur economic activity, provide a benefit to returning servicemen, or remedy 
urban blight. 

The efforts that began in the 1990s were distinct from these earlier efforts in their explicit focus on 
the importance of expanding homeownership opportunities for low-income and minority households 
with the goal of helping these families realize the benefits associated with homeownership.  In 
announcing his administration’s commitment to increasing homeownership, President Clinton 
justified this goal by describing the benefits of owner-occupied homes: 

They make for a more secure environment for our children.  They create pride and 
self-esteem. They are the extension of our personality, our hopes, our dreams.  For 
most of us, they're the main harbor of all of our collected memories.  They are the 
most important investment in financial security that most Americans every make. 
And most people who own homes care more about their own communities and have a 
bigger stake in solving the kind of problems that we've been here talking about 
today.2 

In June 2002, when President Bush announced his own commitment to increase minority 
homeownership rates, he also described the benefits of homeownership as the motivation for this 
effort: 

It is a key to upward mobility for low- and middle-income Americans.  It is an anchor 
for families and a source of stability for communities.  It serves as the foundation of 

1 Throughout this report, “low-income” will be defined as households having income less than 80 percent of 
the median household income for the geographic area where the household resides.  The geographic area is 
defined as either the metropolitan area or the non-metropolitan portion of the state.  Moderate income is 
defined as household income that is between 80 and 120 percent of the area median household income, 
while high income is greater than 120 percent of the area median.   

2 Speech by President William Clinton at the National Association of Realtors Conference, Anaheim, 
California, November 5, 1994. 
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many people's financial security.  And it is a source of pride for people who have 
worked hard to provide for their families.3 

Notably, federal efforts to promote homeownership have not relied heavily on federal outlays, but 
instead use the bully pulpit and regulatory powers to spur the public sector to heightened efforts to 
reduce barriers to homeownership, most notably a lack of information about the process, an inability 
to qualify for mortgage financing, and discriminatory treatment.  One of the most important new tools 
at the government’s disposal has been the housing goals for the government-sponsored enterprises 
(GSEs), Fannie Mae and Freddie Mac, which were created as part of the Federal Housing Enterprise 
Safety and Soundness Act of 1992.  Through the housing goals, the government induces the GSEs to 
lead the mortgage market in expanding access to mortgage capital for low-income and minority 
individuals and communities.  The government also fosters homeownership through mortgage 
insurance programs administered by the Federal Housing Administration, the Veterans 
Administration, and the Rural Housing Service of the Department of Agriculture, which are financed 
in large part by premiums paid by borrowers.  In terms of direct efforts by the federal government, the 
HOME program, created by the Cranston-Gonzalez Act of 1990, is the largest source of federal funds 
for homeownership, committing $3.9 billion for homebuyer efforts from 1992 through 2004.  The 
Bush Administration’s American Dream Downpayment Initiative of 2002 was designed to increase 
use of the HOME program to fund downpayment assistance for first-time homebuyers.  In addition to 
the HOME program, another concrete effort to promote homeownership by the government was to 
increase financial support for homeownership counseling from $3.5 million in 1991 to $12 million 
during the mid-1990s, and ultimately to $45 million by 2004 (Hornburg, 2004).  

With the assistance of sustained economic growth and historically low interest rates, these efforts 
succeeded in fostering a dramatic increase in homeownership among all segments of society 
beginning in the early 1990s and continuing through 2004.  Between 1993 and 2004, homeownership 
rates among very low-income households, blacks, and Hispanics increased by 6.4, 7.7, and 8.7 
percentage points, respectively (Herbert et al., 2005).  These sharp increases in homeownership were 
all the more remarkable coming as they did on the heels of more than a decade of stagnant or 
declining homeownership rates (Green, 1996).   

Despite these gains, efforts to increase homeownership opportunities continue to receive important 
emphasis from policy makers as significant gaps still remain in homeownership rates by income and 
race/ethnicity.  But the success of efforts to increase homeownership has highlighted the need for 
policy makers to evaluate the extent to which these new low-income and minority homeowners are 
reaping the expected benefits of homeownership, and, if not, what can be done to increase the chances 
that they will realize these benefits.  In fact, while the gains in homeownership have widely been 
hailed as a significant accomplishment, in recent years there has been a growing chorus of concerns 
that the emphasis on homeownership may have gone too far (Baker, 2005; Apgar, 2004; Coy, 2004; 
Kosterlitz, 2004; Shlay, 2004; Pitcoff, 2003).  A common theme in these articles is that the single-
minded pursuit of homeownership as a solution to the housing needs of low-income families has in 
some cases made families worse off.  The expansion of mortgage underwriting has made it possible 
for homebuyers to become financially over extended and far too often to end up losing their homes, at 

Speech by President George W. Bush, quoted in “A Home of Your Own: Expanding Opportunities for All 
Americans,” June 2002. 
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significant financial and personal cost.  Furthermore, even if buyers are able to maintain their housing 
payments, they may be stuck in poor quality housing or devoting an excessive share of their income 
for housing. In short, while the goal of expanding homeownership is meant to allow these households 
to realize the many potential benefits of homeownership, including wealth accumulation, residential 
stability, and better social outcomes for the owners and their children, critics have come to question 
whether many low-income and minority buyers have actually been able to realize these benefits. 

In the interest of supporting the development of effective policies for promoting and supporting 
homeownership, as well as to address the concerns raised about those who fear there is too great an 
emphasis on promoting homeownership, the purpose of this report is to review and synthesize what is 
known about the homeownership experience of low-income and minority households to assess the 
extent to which homeownership is likely to benefit these groups.4  The primary methodology of this 
study will be to review and synthesize the relevant literature from academic, public policy, and 
housing industry sources.  While there have been several fairly comprehensive literature reviews 
assessing the benefits and costs of homeownership generally (McCarthy, Van Zandt, and Rohe, 2001; 
Rohe, McCarthy, and Van Zandt, 2002; and Dietz and Haurin, 2003), this review differs in having an 
explicit focus on low-income and minority homeowners.  In addition, while it is not the primary 
purpose of this study to conduct original research, unlike these other studies some amount of 
supporting descriptive analysis is used to document and evaluate the experience of low-income 
homeowners.  This review is also intended to serve as a basis for identifying the types of policies and 
programs that are needed to mitigate the risks, maximize the benefits, and minimize the negative 
impacts of homeownership for low-income and minority households.  Public policy must also 
recognize that there may be circumstances where homeownership is not recommended for certain 
households given the low likelihood of realizing the benefits of homeownership.  Finally, there is also 
a growing recognition that we know less about the homeownership experiences of low-income 
families than we know about the causes of homeownership disparities by income and race-ethnicity.  
Thus, a final goal of this review will be to highlight the areas where further research is needed to 
enhance our understanding of this issue and to better inform the policy-making process.   

In order to frame the discussion to be presented in this report, the remainder of this introduction 
outlines the benefits that are believed to be associated with homeownership and describes the process 
by which these benefits may or may not be realized.  The chapter concludes by presenting the outline 
for the remainder of the report.  

Individual Benefits of Homeownership 

Advocates of efforts to promote homeownership cite a wide variety of benefits that accrue to both 
individual homeowners as well as to society more broadly.  The focus of this report is on the benefits 
that are realized by individual homeowners and so for the most part the report will not discuss societal 

Herbert et al. (2005) provide a comprehensive review of the literature to synthesize what we know about 
the causes of differences in homeownership rates by race/ethnicity and income as well as policies to 
promote homeownership. 
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benefits.5  Individual benefits of homeownership are generally divided into two classes: financial and 
social. 

Financial Benefits 

One of the principal financial benefits of homeownership is as a vehicle for wealth accumulation, 
both through appreciation in value and through the forced savings associated with paying down 
outstanding mortgage principal.  Wealth accumulation through homeownership is enhanced by tax 
law provisions that shield most appreciation in home values from capital gains taxes.6  One of the 
unique aspects of homeownership as a vehicle for wealth accumulation is that it is one of the few 
leveraged investments available to households with little wealth allowing homeowners with very little 
equity in their homes to benefit from appreciation in the overall home value.  For example, a buyer of 
a $100,000 home with a $5,000 downpayment will experience a 100 percent return on their 
investment if home prices rise by a mere 5 percent in the first year of ownership.  Of course, financial 
leverage is a two-edged sword and housing is not a risk-free investment.  If home prices were to fall 
by 5 percent, the buyer’s initial investment would be wiped out.  As long as the owner can continue to 
meet their monthly mortgage obligations they can recoup these losses over time assuming home 
prices recover and assuming they are not forced by other circumstances to have to move.  But should 
owners experience a simultaneous loss in income and housing equity, which can happen during 
economic recessions, there may not be a way to avoid the lose of the home through foreclosure. 

It is also important to note that a key factor in the financial returns to homeownership is the high 
transaction costs associated with buying and selling homes.  Real estate agent fees alone are typically 
five to six percent of the sales price. In addition, sellers can face transfer taxes, legal fees, or buyers’ 
closing costs paid by the seller.  If buyers are forced to move either shortly after buying or during a 
down market, these transaction costs can greatly erode or eliminate any financial returns to 
homeownership.  

Nonetheless, equity in homes is the single largest source of wealth for all households, and is 
particularly important for low-income and minority households.  In 2000, housing equity accounted 
for 32.3 percent of aggregate household wealth, with stocks and mutual fund shares accounting for 
the next largest share of wealth at 15.6 percent (Orzechowski and Sepielli, 2003).  But among 
households in the lowest income quintile, housing equity accounted for 56.2 percent of aggregate 
wealth, while stocks and mutual funds only accounted for 7.7 percent.  Home equity is also a very 
important source of wealth among minorities, accounting for 61.8 percent of aggregate wealth among 
blacks and 50.8 percent of aggregate Hispanic wealth.  Recognition of the critically important role 

5 One category of societal benefits relates to improved neighborhood conditions (such as higher quality 
public services, better maintained properties, and higher levels of property appreciation) that are argued to 
result from higher levels of homeownership.  This report will touch upon this category of benefits to the 
extent that owners themselves benefit from improved neighborhood conditions.  Another class of societal 
benefits relates to improved macroeconomic performance due to higher levels of investment in housing that 
is associated with owner-occupants.  This latter issue is beyond the scope of this paper.  

6 As of 1998, capital gains of up to $250,000 for single filers and $500,000 for married couples filing joint 
returns may be exempt from taxation. 
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that homeownership plays in wealth accumulation is one of the keystones supporting efforts to 
promote homeownership among low-income and minority households. 

There are two other ways in which homeownership is thought to contribute to an individual’s 
financial well being. First, owner-occupants are insulated from rapidly rising housing costs, 
particularly if they have fixed-rate financing.  Because the real cost of housing declines over time, 
homeowners can have greater capacity for accruing savings in other financial assets or can enjoy a 
higher level of consumption.  Second, the deductibility of mortgage interest and property tax 
payments serves to lower the after-tax cost of homeownership, also contributing to owners’ ability to 
increase savings or consumption, although many low-income owners may not benefit from these 
provisions as the standard deduction often exceeds interest and property tax payments.  

Social Benefits 

There are also a wide variety of non-financial benefits attributed to homeownership, generally 
referred to as social benefits.  One of the principal social benefits is that owners are thought to have 
higher satisfaction with their homes, both in terms of the housing unit itself as well as the 
neighborhood where they live.  A key factor in homeowners’ greater housing satisfaction is that as 
owners they have greater ability and incentive to invest in their homes to suit their tastes.  For this 
reason, homeownership rates increase as households age and enter a more home-centered phases of 
life, typically as they begin to raise children.  Of course, the flip side of owners’ ability to invest in 
the home as they see fit is the responsibility for maintaining the home.  Individuals who do not have 
the interest or ability for conducting routine housing maintenance may find this aspect of 
homeownership to be more of a burden than a benefit. 

In addition to the ability to investment in the home, homeowners may enjoy higher quality housing 
because of the segmentation of housing units between owner and renter markets. Larger and higher 
quality housing bundles are more likely to be available in the owner-occupied housing market.  Rossi 
and Weber (1996) note that the rental stock includes many fewer single-family detached housing 
units, while the owner-occupied housing stock includes many fewer units in multifamily structures.  
While to some extent differences in housing demand between owners and renters may account for 
some of these observed differences in the type of units that are owned and rented, it is nonetheless 
true that in many areas anyone seeking a single family detached home will have many more options 
among units available for sale compared to units available for rent.  

The argument that owner occupants are more likely to be satisfied with their neighborhoods is based 
on the idea that owners are both more likely both to invest in their own homes and to be actively 
engaged in efforts to improve their neighborhoods to protect their investment.  To the extent that 
homeowners tend to cluster together, the collective activities of owners to improve their communities 
and their individual units would be expected to result in better neighborhood conditions.7 

Herbert (1997) estimated measures of the degree of segregation in 1990 between owners and renters as 
measured by the dissimilarity index for 50 metropolitan areas.  He found that the degree of segregation by 
tenure was moderate, suggesting that homeowners do, in fact, tend to cluster in neighborhoods. While 
segregation by tenure was much lower than the levels of segregation experienced by blacks, it was similar 
to the levels of experienced by Hispanics and Asians and higher than segregation by income or education. 
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Another significant benefit thought to be associated with homeownership is higher life satisfaction 
and better psychological health.  Owners are thought to have higher self-esteem both due to the higher 
social status associated with homeownership as well as the sense of accomplishment that results from 
having achieved a significant life goal. Owners are also thought to benefit from a feeling of greater 
control over their life, derived from the fact that owners do not have to worry about being forced out 
of their home by landlords’ actions.  The wealth created through homeownership may also contribute 
to this greater sense of control by providing a financial cushion that can be tapped to meet emergency 
needs. Owners are also thought to have better physical health, perhaps in part as a result of their 
better psychological health and in part due to the better quality of their homes.  Of course, to the 
extent that owners are financially stretched to meet the costs of homeownership, they may feel less 
control over their lives and more vulnerable to financial and personal shocks.  In these situations 
owners may fare worse than renters in terms of both psychological and physical health. 

Finally, an important social benefit of homeownership is better life outcomes for children that grow 
up in owner-occupied homes.  Homeownership is thought to benefit children by several mechanisms.  
Homeownership may enable greater residential stability, which benefits children by providing a stable 
social and educational environment.  The more home-centered lifestyle associated with 
homeownership may provide children with a more nurturing home environment.  Given owners’ 
incentive to invest in their homes and the fact that owner-occupied housing is much more likely to be 
in single-family detached housing, the greater quality, size, and privacy of these homes may also help 
support children’s development.  Finally, to the extent that homeownership helps to foster wealth 
creation, owners will have more financial resources available to invest in their children’s education 
and health care and to generally provide a supportive environment for their development.  A wide 
range of better outcomes in children have been attributed to homeownership, including higher 
educational attainment, less delinquency, lower rates of teenage pregnancy, and higher rates of 
subsequent homeownership.  On the flip side, there may also be reason to be concerned about efforts 
that succeed in increasing low-income homeownership by having these households buy into 
distressed neighborhoods.  In these situations, the benefits of homeownership may be offset by having 
children locked into these distressed communities.    

Process for Realizing the Benefits of Homeownership 

The potential benefits of homeownership outlined above are by no means guaranteed.  Whether these 
benefits are actually realized depends on a broad range of factors, including: 

• When (age and timing) household heads first become homeowners; 

• Where they chose to buy; 

• How much the household spends on housing; 

• The condition and age of the home they buy; 

• How much they reinvest in maintaining and improving their homes; 

• The mortgage products they can qualify for, have access to, and choose; 
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•	 If and when they refinance mortgages or tap into home equity; 

•	 If income or budget shocks force them to default on their mortgage loans or house price 
declines spur them to do so; and  

•	 How often they move and their tenure choice and level of expenditures at each move. 

Exhibit 1 presents a conceptualization of the determinants of homeownership outcomes, delineating 
the key choices that affect outcomes as well as the types of events that affect these choices.  
Importantly, many of the benefits of homeownership—such as the accumulation of wealth and 
positive impacts on children or health—would only be expected to accrue over a long period of time.  
One of the key insights from the process outlined in Exhibit 1 is that it is not the outcome of single 
experiences with homeownership that matters but the timing of tenure and mortgage choices 
throughout the life cycle.  Thus, in evaluating whether an individual household benefits from 
homeownership it is necessary to consider not just the outcome from the time spent in a single home, 
but rather their cumulative experience in a sequence of homes.  Few studies take this perspective, 
probably because the number of paths that individuals can trace is so great and the sample sizes of 
panel studies so small.  As a result, most of the literature examines behavior and outcomes across 
single episodes of homeownership, such as equity accumulation from purchase to sale of a home, or 
examines cross-sectional behaviors and outcomes, such as who refinances during a refinance boom or 
default and delinquency behavior in a single year.  Nonetheless, the absence of a life cycle 
perspective contributes to important gaps in the existing literature. 

Of particular importance for this study, virtually all of the factors that contribute to the outcomes from 
tenure choices are strongly influenced by a household’s income, race, and ethnicity.  Lower average 
incomes restrict the range of housing options available to homebuyers to only lower cost units, often 
in lower quality neighborhoods.  Segregation of residential space by income as well as race in turn 
may influence the average house price appreciation experience of low-income and minority owners.  
Research has consistently found significant geographic segmentation of mortgage markets by race 
and income, suggesting that where an owner lives exerts an important influence on their access to 
financial services and mortgage products.  Low incomes also make it harder to save enough to be able 
to buy a home, harder to save a cash cushion against budget and income shocks, and harder to cover 
costs of maintenance and replacements.  Lower income typically entails lower wage work and more 
unstable employment, which tends to leave low-income households more prone to reductions in 
income through job loss. Because Hispanics and blacks have lower levels of education on average 
than whites and receive lower earnings on average for comparable levels of education, the problems 
confronting low-income homebuyers and owners disproportionately affect minorities.   
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Exhibit 1 
Conceptual Model of Lifetime Returns from Tenure Choices 

Individual Housing Unit Spell 

Sell/Move Default 

Stay (inc. Remodel or Refinance) 

Financial and Social Returns 
from Individual Housing 

Spell 

Re-evaluate Housing Choice 

Owner Choices 
Property 
• Type, quality, value, location 

Mortgage 
• Terms, rate, fees, underwriting 

ratios 

Renter Choices 
Unit 
• Type, quality, price and location 

Investments 
• Use of potential downpayment 

and closing cost funds 

Trigger Events for Renters 
• Income and wealth changes 
• Household composition changes 
• Neighborhood changes 
• Housing and mortgage market 

changes 
• Housing related budget shocks 
• Non-housing budget shocks 

Trigger Events for Owners 
• Income and wealth changes 
• Household composition changes 
• Neighborhood changes 
• Housing and mortgage market 

changes 
• Housing related budget shocks 
• Non-housing budget sho cks 

Re-evaluate Housing Cho ice 

Financial and Social Returns 
from Individual Housing 

Spell 

Supply Factors 
Housing Options 
• Price, quality, and structure type by 

location and tenure 
• Real estate broker practices 

Mortgage Supply 
• Mortgage competition in area 
• Mortgage offeri ngs (price and 

terms) 
• Mortgage underwriting (income 

ratios, LTV, credit history) 

Key Demand Factors 

• Race, Ethnicity & Income 

Other Demand Factors 
• Wealth 
• Occupation/education 
• Age, family type 
• Past credit history 
• Family/peer housing histories 

Move Stay 

Tenure Choice 

Number, Timing, Length, and Characteristics of All Housing Unit Spells 

Financial Returns Social Returns 

• Home equity accumulation • Housing and neighborhood 
• Accumulation of other financial satisfaction 

assets • Psychological and physical health 
• Cumulative housing costs • Impacts on children 
• Cumulative tax benefits 
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Finally, while the deductibility of mortgage interest on federal income taxes provides an incentive for 
homeownership, lower income households derive fewer benefits from this provision both because 
they have lower marginal tax rates and because their interest payments may be small relative to the 
standard deduction reducing the chance that they will choose to itemize their deductions.  Based on 
estimates of the number of tax returns claiming the mortgage interest deduction, approximately 15 
percent of homeowners with income under $30,000 claim this deduction, compared to 50 percent of 
those with incomes between $30,000 and $50,000, and 64 percent of those with income over 
$50,000.8 

Because Hispanics and blacks have sharply lower average wealth than whites of comparable incomes, 
and because low-income households have sharply lower average wealth than higher income 
households, the neighborhood and housing options of low-income individuals and minorities is 
further restricted, their vulnerability to income and budget shocks greater, and the speed at which they 
can achieve homeownership thereby slower. 

Taken together, many of the systematic variations in income, wealth, location, and education related 
to race, ethnicity, and income drive living arrangements and family choices, the number and timing of 
moves, number and timing of tenure choices, mortgage choices, refinance behaviors, repair and 
remodeling behaviors, and vulnerability to house price declines or housing payment increases, 
income disruptions, and unforeseen but necessary non-housing expenditures.  These variations give 
rise to expected differences in the average experiences, risks, and returns to homeownership for low-
income and minority homeowners.  Thus, the “odds” of different outcomes are expected to vary by 
race, ethnicity, and income.  The overarching goal of this study is to sort through available 
information to evaluate how the different factors outlined in Exhibit 1 contribute to difference 
homeownership experiences for low-income and minority homeowners. 

Outline of the Report 

As noted above, for a variety of reasons much of the literature examining the benefits of 
homeownership does not take a life cycle view of housing choices, but rather focuses on a short-run 
outcome—e.g., the appreciation in house values over the course a set period of time.  In addition, 
there is a variety of research that is not explicitly focused on examining the benefits of 
homeownership but rather examines either specific housing choices, such as a decision to choose a 
certain type of mortgage or undertake remodeling activities, or intermediate outcomes, such as the 
choice of moving to a new home.  But the process outlined in Exhibit 1 helps to place this research in 
context in considering how specific housing choices and intermediate outcomes ultimately contribute 
to the benefits realized by low-income homeownership.   

With the process outlined in Exhibit 1 in mind, the literature reviewed by this report is organized as 
follows. In Chapter 2, we begin by examining the housing choices made by first-time homebuyers.  

These figures are derived from estimates of the number of tax returns by claiming the mortgage interest 
deduction by filer income in 2004 as reported in “Estimates of Federal Tax Expenditures for Fiscal Years 
2005-2009” prepared by the Joint Committee on Taxation, January 12, 2005, and the authors’ tabulations 
of the number of homeowners in these income categories from the March 2004 Current Population Survey.   
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These choices have important implications for the likelihood that the long-run benefits of 
homeownership will be realized.  Chapter 3 then examines choices made after initial purchase, 
including decisions about whether to move, remodel, refinance, or default.  Chapters 4 and 5 then 
examine literature that sheds light on whether low-income and minority homebuyers are likely to 
realize the financial and social benefits of homeownership.  The report concludes in Chapter 6 with a 
discussion of policy implications of the reports findings and areas where further research is needed. 

Related Studies 

This report is part of a larger project to examine the experience of low-income and minority 
homeowners.  In addition to this report, four other studies were undertaken to analyze specific aspects 
of the homeownership experience of these groups.  The findings from these other studies are included 
in the review presented here. They include: 

•	 The Growth of Earnings of Low-income Households and the Sensitivity of Their 
Homeownership Choices to Economic and Socio-Demographic Shocks, by Donald 
Haurin and Stuart Rosenthal; 

•	 Wealth Accumulation and Homeownership: Evidence for Low-Income Households, by 
Thomas Boehm and Alan Schlottman; 

•	 The Impact of House Price Appreciation on Portfolio Composition and Savings, by 
Donald Haurin and Stuart Rosenthal; and  

•	 Is Manufactured Housing a Good Alternative for Low-Income Families?  Evidence from 
the American Housing Survey, by Thomas Boehm and Alan Schlottman. 

Full copies of these studies are available at http://www.huduser.org/publications/homeown.html. 

Chapter 1: Introduction 
10 

http://www.huduser.org/publications/homeown.html


Chapter Two: 
Initial Housing Choices Made by Low-Income 
Homebuyers 

The chapter presents information on the initial housing choices of low-income and minority first-time 
homebuyers.  As described in the introduction, these characteristics are of interest because they 
influence the extent to which the long-run financial and social benefits of homeownership are 
realized. Of particular interest for this report are the millions of low-income and minority households 
who bought their first home during the homeownership boom that began in the early 1990s.  Because 
there is not an extensive literature describing the housing choices of low-income first-time 
homebuyers from this period, much of the information presented in this chapter is derived from 
tabulations of the American Housing Surveys (AHS) from 1991 through 2003.  The AHS, a national 
survey conducted in every odd-numbered year, is a rich source of information on characteristics of 
the U.S. housing stock and is one of the few sources of information on first-time homebuyers.  

In order to place the housing choices of low-income and minority homebuyers in context, information 
on the housing choices of several comparison groups is also presented.  First, the housing choices of 
white, moderate-, and high-income first-time homebuyers are used to examine the extent to which the 
choices of low-income and minority buyers differ from these groups.  Second, the housing choices of 
recent-mover low-income renter households are also presented to see how the choices of homebuyers 
differ from those of renters.  Recent movers are used rather than all renters so that the choices reflect 
the renters’ optimal housing choice subject to the constraints imposed by current market conditions.  
As a final point of reference we also present information on all households.  

Since the sample sizes for first-time homebuyers in specific income or racial-ethnic categories in any 
one survey can be fairly small, survey results are generally combined for the seven survey years from 
1991 through 2003 to provide more robust estimates of how the characteristics of first-time buyers 
and their housing choices differ across the income and racial-ethnic groups of interest.  But since 
trends in first-time buyers over the course of the recent homeownership boom are of interest, we also 
compare results for two time periods: those corresponding to the 1991 through 1995 survey years and 
those from the 1997 through 2003 survey years.   

Of course, there are important differences in the characteristics of the various comparison groups, 
which will contribute to the differences in the housing choices made.  The first section of this chapter 
presents basic demographic information on these groups so that these differences can be borne in 
mind when evaluating differences in housing choices.  This section also presents information on 
trends in the number and characteristics of first-time homebuyers since 1991.  
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In the remaining sections of the chapter, four main aspects of housing choices are discussed:  

• Housing characteristics; 
• Neighborhood characteristics; 
• Housing costs; and 
• Mortgage finance characteristics. 

An assessment of housing characteristics is used to assess whether low-income homebuyers do, in 
fact, benefit from larger and higher quality housing.  In addition, housing characteristics will also 
influence the cost and effort associated with maintaining the home.  Finally, structural qualities may 
influence the likelihood of future wealth accumulation.  Manufactured housing, in particular, is of 
special interest because of its important role in increasing low-income homeownership, especially in 
the South, during the 1990s (Belsky and Duda, 2002a).  But manufactured housing poses special 
issues for two reasons. First, since about half of manufactured homes are placed on leased land, 
owners of these units do not share in appreciation of land values and are subject to increased costs 
passed on by owners of the land.  Second, financing of these units is often more expensive than 
conventional mortgage rates.  Housing characteristics of interest include the housing type (e.g., 
single-family detached, manufactured home, or condominium in multifamily structure), age, size 
relative to household size, and quality (e.g., number and type of housing problems).     

A number of benefits associated with homeownership derive from neighborhood attributes, including 
the quality of public services and surrounding properties.  To provide some indication of whether 
homeowners are more likely to live in higher quality neighborhoods, this chapter examines 
information from the AHS on the location of the home within a metropolitan area, measures of 
neighborhood quality, and the homeowner’s satisfaction with the neighborhood.  There is also some 
literature on the characteristics of neighborhoods where low-income buyers have located, which will 
be reviewed. 

Housing costs are of interest to determine whether the move to homeownership has placed an undue 
financial burden on these new owners. The discussion of housing costs focuses on measures of 
housing costs relative to household income. Finally, since mortgage finance choices have important 
implications for housing costs (both initially and over time) and for buyers’ exposure to risks of 
interest rate and house value fluctuations, we will also examine mortgage finance characteristics.  An 
important issue to consider in this context is subprime lending, which increases the costs of mortgage 
finance and has been associated with predatory lending practices.  The extensive literature that 
examines this latter topic will also briefly be reviewed. 
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Trends in the Number and Characteristics of First-Time 
Homebuyers  

Exhibit 2 provides information on trends in the annual number of low-income and minority first-time 
homebuyers by income as captured by the AHS surveys from 1991 to 2003.9  The relatively small 
sample sizes of some subgroups of first-time homebuyers results in fairly sizeable sampling variation 
in the estimates, which may cloud information on trends in the number of buyers over time.  
Nonetheless, the annual estimates provide some indication of trends over time.  During the early 
1990s the number of low-income first-time buyers rose from a little more than 500,000 per year to 
more than 750,000 per year by 1995-1997, an increase of nearly 50 percent.  These trends are 
consistent with the sharp rise in low-income homeownership that occurred over this period.  After 
1997, the number of low-income homebuyers moderated somewhat, but remained above the levels 
that prevailed during the first years of the 1990s.10 

Exhibit 2 
Average Annual Number of Low-Income and Minority First Time Homebuyers 
(Thousands of homebuyers) 

Years Low-Income Black Hispanic 

1989-1991 514 128 88 
1991-1993 578 96 120 
1993-1995 594 180 152 
1995-1997 761 252 196 
1997-1999 693 228 200 
1999-2001 643 192 219 
2001-2003 690 156 230 

Note: The overlap in years reflects the fact that each AHS survey covers the two-year period prior to the survey. 

Source: Tabulations of the 1991-2003 AHS. 

9 The AHS is conducted every other year and provides information on current occupants of the surveyed 
units, including whether they are first-time homebuyers and what year they obtained their home.  
Responses to these questions make it possible to identify first-time homebuyers who purchased their homes 
in the two-year period between surveys.  The AHS does identify the year of purchase so annual estimates 
are possible. But since the sample of first-time buyers is somewhat small for any single year, the number 
of homebuyers captured by the survey is divided by two to yield an estimate of the annual average number 
of first-time buyers to smooth out this sampling variation. 

10 Of note, there was a change in the methodology used to assign the relevant area median income for each 
household in the AHS.  As a result, the trends in the number of low-income first-time buyers between 
1999-2001 and 2001-2003 must be interpreted with caution.  Trends between the last two survey years of 
2001 and 2003 suggest there was a very sharp fall-off in high-income buyers, a more moderate decline in 
moderate-income buyers, and a slight increase in the number of low-income buyers. These trends may be 
related to the economic recession that occurred during the 2001-2003 period.  But it seems likely that the 
change in how the relevant area median incomes are assigned contributed to this trend. 
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The increase in minority first-time buyers was even more pronounced.  Over the same period from 
1989-1991 to 1995-1997, the number of black first-time buyers doubled, while the number of 
Hispanic buyers rose by 123 percent.  As with low-income buyers, the number of black first-time 
buyers moderated after 1997 but still remained above levels from the start of the decade.  In contrast, 
the number of Hispanic homebuyers continued to grow through the 2001-2003 period.   

Exhibit 3 presents summary information on the age, household type, and racial composition of first-
time buyers over the period from 1989 through 2003.  In terms of age, in general, there is a fair 
amount of similarity in the age profile of the three categories of buyers, with the single largest 
category age 25 to 34 followed by age 35 to 44.  But low-income buyers are more likely to be both 
younger (under age 25) and older (age 45 or above) than either moderate- or high-income buyers.  
These two age groups may represent two distinct categories of low-income buyers: the younger 
buyers are more likely to only temporarily be categorized as low-income as their incomes will 
increase with age, while the older buyers are more likely to be long-term low-income households that 
have needed more time to accumulate the savings needed to purchase a home.11  In general, the earlier 
that a household becomes a homeowner, the greater chance they will have to reap the benefits of 
homeownership.  The fact that low-income first-time buyers are more likely to be older means they 
will have less time to realize homeownership’s benefits.  But the proportion of older households 
among low-income buyers (16 percent) is not substantially greater than for moderate-income (9 
percent) or high-income (8 percent) households.  

Exhibit 3 also shows the age distribution of recent-mover low-income renters.  In general, as with the 
other demographic characteristics shown, low-income first-time buyers lie in between low-income 
renters and higher income owners in terms of age.  Low-income renters have higher shares of both 
younger and older households than low-income owners, who in turn have higher shares of these 
groups than higher income owners.  The greater concentration of homebuyers in the 25-to-34-age 
category is consistent with the view that households below age 25 have both greater expected 
mobility and less demand for housing and therefore are less likely to pursue homeownership.  But 
low-income renters also have a higher share of households that are age 45 and older.  These may be 
households who simply prefer to rent or they may be households who cannot amass the savings 
needed to purchase a suitable home. 

There are more significant differences across the first-time buyer income categories by household 
type than there are by age.  Specifically, low-income first-time buyers include a much lower share of 
married couple households and a much higher share of single-earner households than either moderate- 
or high-income buyers.  While married couples account for nearly two-thirds of moderate-income 
homebuyers and three-quarters of high-income buyers, these households comprise only 42 percent of 

Since the AHS surveys the same housing units each time, it can be used to give a sense of the degree to 
which households move between income categories over time.  Of the low-income first-time homebuyers 
identified by the 1991 survey, 60 percent of those in the same housing unit at the time of the 1999 survey 
were still categorized as low-income, while 18 percent were moderate-income and 22 percent were high-
income.  So while a majority did not change their income category, there is nonetheless a fair amount of 
upward mobility.  At the same time, there is a similar amount of downward mobility.  Of those we were 
low-income in the 1999 survey, 66 percent were also low-income in 1991, while 20 percent started the 
period as moderate-income, and 14 percent started as high-income. 
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low-income buyers.  In contrast, single parents with children and single person households account 
for 45 percent of low-income buyers, compared to only 11 percent of moderate income buyers and 9 
percent of high-income buyers.  The share of single person households among low-income buyers is 
particularly large, at 29 percent, compared to only 4 percent of higher-income buyers.   

Exhibit 3 
Selected Demographic Characteristics of First Time Homebuyers, 1989-2003 

Characteristic 

First Time Homebuyers Recent-Mover 
Low-Income 

Renters 
All 

Households 
Low 

Income 
Moderate 
Income 

High 
Income 

Age of Head 
25 or younger 18% 11% 6% 26% 5% 
25 to 34 43% 56% 62% 35% 19% 
35 to 44 23% 24% 24% 19% 23% 
45 or older 16% 9% 8% 20% 53% 

Household Type 
Married, No Children 14% 26% 36% 9% 28% 
Married with Children 28% 38% 39% 15% 24% 
Single Parent with Children 16% 7% 4% 22% 9% 
Single Person 29% 4% 4% 37% 25% 
Other 12% 16% 8% 18% 13% 

Race/Ethnicity 
White 67% 75% 77% 59% 76% 
Black 14% 10% 8% 20% 12% 
Hispanic 14% 9% 8% 15% 8% 
Other 5% 6% 6% 6% 4% 

Note: Low-, moderate-, and high-income defined as income less than 80 percent of the area median income 
(AMI), 80 to 119.9 percent of AMI, and 120 percent of AMI or higher, respectively. 

Source: Tabulations of 1991-2003 American Housing Survey. 

The high proportion of single earner households among low-income buyers is not surprising—it is to 
be expected that households with single earners will have lower incomes than those with two.  But it 
also highlights an important challenge for this group—with only a single earner to rely on the 
household will have less ability to respond to a crisis, such as the loss of a job or a health problem in 
the family.  These households also have fewer adults in the household to share the burden of 
maintaining the home.  In part for these reasons, these households are more likely to be found among 
renter households. Among recent low-income renters, 59 percent were headed by a single adult, 
while only 24 percent were headed by married couples.   

In terms of race and ethnicity, low-income first-time homebuyers include a higher share of minorities 
than the upper-income groups. Non-Hispanic whites account for about three quarters of both 
moderate- and high-income buyers, compared to two thirds of low-income buyers.  Blacks and 
Hispanics each account for 14 percent of low-income buyers, compared to 10 percent or less of the 
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other two income groups.  Minorities account for a greater share of low-income first-time buyers than 
they do of all households, although they account for even higher shares of low-income recent-mover 
renters. 

At other points in this chapter we will make comparisons between the housing choices of low-income 
first-time buyers and low-income recent renters.  The demographic differences between these groups 
evident in Exhibit 3—specifically, that renters are both younger and older, have fewer married couple 
households, and have a higher share minority—will account for some of the differences in housing 
choices made.  While both groups have income levels below 80 percent of area median incomes, 
renters also have lower incomes than owners. Across the period studied, the average income among 
low-income recent mover renters is 38 percent of area median income, compared to an average of 49 
percent among low-income first-time buyers.  In short, low-income first-time buyers are not perfectly 
comparable with low-income renters.  Nonetheless, some of the differences in housing choices 
between these groups does reflect differences in the housing choices available in rental and 
homeowner markets. 

Exhibit 4 presents further information on the characteristics of first-time homebuyers by race and 
ethnicity.  One notable difference between minorities and whites is that first-time minority buyers 
tend to be older than whites.  While only 30 percent of white buyers are age 35 or older, 52 percent of 
blacks, 45 percent of Hispanics, and 48 percent of “Other” minorities are in these older age 
categories. The fact that minorities enter homeownership at later ages than whites means that they 
have less time to accumulate wealth and realize the other benefits of homeownership.   

There are also notable differences in the distribution of household types by race-ethnicity.  Compared 
to whites, first-time black homebuyers are less likely to be married (45 versus 58 percent) and more 
likely to be a single parent (41 versus 28 percent).  Thus, black first-time buyers are less likely to 
have two earners to support the household.  In contrast, compared to whites, Hispanics and other 
minorities are more likely to be married couples with children (52 and 46 percent, respectively, versus 
31 percent) and less likely to be in single person households (9 and 10 percent, respectively, versus 21 
percent). While these minorities groups are more likely to have two earners supporting the 
household, they are also more likely to have children, which increases non-housing costs and may 
make it more difficult to meet unexpected financial demands. 

Finally, Exhibit 4 also presents information on the distribution of each racial-ethnic group by income.  
Both blacks and Hispanics are more likely than whites to be low-income, with about half of first-time 
buyers in this category compared to 37 percent of whites.  Other minorities have a similar income 
distribution to whites. 
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Exhibit 4 
Selected Demographic Characteristics of First Time Homebuyers by Race-Ethnicity, 
1989-2003 

Characteristic 

First Time Homebuyers 

White Black Hispanic Other 

Age of Head 
25 or younger 13% 6% 11% 9% 
25 to 34 56% 42% 44% 44% 
35 to 44 20% 34% 30% 33% 
45 or older 10% 18% 15% 15% 

Household Type 
Married, No Children 27% 14% 18% 23% 
Married with Children 31% 31% 52% 46% 
Single Parent with Children 8% 23% 11% 8% 
Single Person 21% 18% 9% 10% 
Other 13% 14% 9% 14% 

Income Category 
Low 37% 50% 52% 37% 
Moderate 28% 25% 23% 27% 
High 35% 25% 25% 36% 

Note: Low-, moderate-, and high-income defined as income less than 80 percent of the area median income 
(AMI), 80 to 119.9 percent of AMI, and 120 percent of AMI or higher, respectively. 

Source: Tabulations of 1991-2003 American Housing Survey. 

Exhibit 5 shows trends in the characteristics of low-income first-time buyers before and after 1995 to 
see to what extent the increase in homeownership rates over this period was associated with changes 
in the characteristics of first-time buyers.12  There are two notable trends in the data shown in Exhibit 
5. First, there has been a decrease in the share of married couple households and a concomitant 
increase in the share of single adults, either with or without children.  In the period 1989 to 1995, 50 
percent of low-income homebuyers were married couples while 38 percent were headed by single 
adults. By 1995 to 2003 these shares had essentially reversed, with 38 percent headed by married 
couples and 49 percent headed by single adults.  While moderate- and high-income buyers also 
experienced an increase in the share of single adult households, the rise among these groups was only 
3 to 4 percentage points.  Thus, it is true that many more low-income first-time buyers consisted of 
households headed by a single adult. 

Grouping the AHS survey years together provides increases the sample of low-income first-time buyers to 
provide a more accurate depiction of trends.  
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Exhibit 5 
Trends in Selected Demographic Characteristics of Low-Income First Time 
Homebuyers, 1989-2003 

Characteristic 1989-1995 1995-2003 

Age of Head 
25 or younger 17% 18% 
25 to 34 46% 42% 
35 to 44 22% 23% 
45 or older 15% 17% 

Household Type 
Married, No Children 16% 13% 
Married with Children 34% 25% 
Single Parent with Children 14% 17% 
Single Person 25% 32% 
Other 11% 13% 

Race/Ethnicity 
White 71% 64% 
Black 13% 14% 
Hispanic 11% 15% 
Other 5% 6% 

Note: Low income defined as income less than 80 percent of area median income. 

Source: Tabulations of 1991-2003 American Housing Survey. 

A second notable trend was for a higher share of minorities among low-income first-time buyers.  In 
1989 to 1995, non-Hispanic whites accounted for 71 percent of these buyers, but since 1995 this share 
had declined to 64 percent.  Much of this increase in the minority share was due to a higher share of 
Hispanics among low-income first-time buyers, which increased from 11 percent in 1989 to 1995 to 
15 percent by 1995 to 2003. 

Housing Choices of Low-Income Buyers  

Exhibit 6 presents summary information on the housing units purchased by first-time homebuyers by 
income and racial-ethnic categories during the period from 1989 to 2003.  There is relatively little 
difference in the choice of structure type by race-ethnicity, although blacks are slightly more likely to 
live in single-family attached units and Hispanics are slightly less likely to live in manufactured 
housing.  There are more significant differences evident by income.  Compared to both moderate- and 
high-income buyers, low-income households are less likely to purchase single-family detached homes 
and more likely to purchase manufactured homes.  This is in keeping with the findings of Belsky and 
Duda (2002a), who found that manufactured housing played an important role in the boom in low- 
and moderate-income homeownership during the 1990s.  Among low-income buyers, manufactured 
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Exhibit 6 
Selected Housing Characteristics of First Time Buyers by Income Category 1989-2003 

Characteristic 

First Time Homebuyers Recent-Mover 
Low-Income 

Renters 
All 

Households 
Low 

Income 
Moderate 
Income 

High 
Income White Black Hispanic 

Structure Type 
Single Family Detached 61.3% 73.6% 81.3% 71.8% 68.1% 73.9% 19.5% 62.7% 
Single Family Attached 7.4% 8.0% 8.0% 7.4% 12.1% 7.0% 7.9% 6.1% 
Multifamily 7.5% 7.4% 7.2% 7.8% 6.7% 8.5% 68.1% 24.8% 
Manufactured Home 23.8% 11.0% 3.5% 13.0% 13.0% 10.6% 4.5% 6.4% 

Median Square Feet per Occupant 545 570 652 642 527 389 434 662 

Units Built in 1970 or Earlier 49.7% 47.4% 40.2% 46.4% 45.3% 49.9% 53.3% 53.4% 

Housing Adequacy 
Moderately Inadequate 4.8% 2.7% 2.3% 2.9% 4.5% 6.3% 7.9% 4.6% 
Severely Inadequate 2.0% 1.2% 1.1% 1.4% 2.0% 1.5% 3.0% 2.1% 

Housing Satisfaction* 
Average 8.1 8.3 8.4 8.3 8.6 8.4 7.4 8.1 
Share rated 5 or lower 8.7% 4.6% 3.1% 5.6% 5.0% 6.3% 17.9% 9.3% 

Note: Housing satisfaction is rated on a 10-point scale with 10 being the best and 1 the worst. 

Source: Tabulations of the 1991-2003 American Housing Surveys. 
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homes accounted for 23.8 percent of homes purchased, compared to 11.0 percent among moderate-
income buyers and 3.5 percent among high-income buyers.  One recent study found that low-income 
owner’s satisfaction with the quality of manufactured homes is only slightly lower than owners of 
traditional homes. Since these homes have much lower costs, the authors conclude that manufactured 
housing represents a good value for low-income buyers (Boehm and Schlottmann, 2004a).  However, 
the study also notes that the fact that a large share of these homes are on leased land greatly limits the 
potential for wealth accumulation from these types of units—an issue that will be explored more in 
Chapter 4. 

As noted in the introduction, there is a substantial difference in the types of housing units occupied by 
first-time homebuyers and renters.  Low-income renters are nine times as likely to live in multifamily 
structures and a third as likely to live in single-family detached housing compared to low-income 
buyers.  While some portion of these differences are undoubtedly related to differences in the desired 
quantity of housing between these groups, the differences are great enough that some amount is likely 
to reflect the different opportunities available in the rental and owner-occupied housing markets.  
Low-income owners clearly are able to obtain a much greater amount of privacy than renters. 

In terms of the amount of living space available per resident, low-income first-time buyers do have 
less space than their higher-income counterparts.  The median square feet per occupant for low-
income buyers is 549.  While this is only slightly lower than the 560 square feet for moderate-income 
buyers, it is substantially less than the 653 square feet available to high-income buyers.  Nonetheless, 
low-income buyers have 26 percent more living space than recent low-income renters, who have only 
439 square feet per occupant.    

There are larger differences in the amount of living space per resident by race-ethnicity.  While on 
average white buyers have 642 square feet per occupant, blacks have only 527 square feet and 
Hispanics have only 389.  While black homebuyers still have much more space on average than low-
income renters, Hispanics actually have less space per occupant than renters.  However, the small 
amount of space per occupant among Hispanics primarily reflects the larger household sizes among 
Hispanic owners. The families of Hispanic buyers average 3.7 persons, while white owner families 
average 2.5 and blacks average 3.1. The homes purchased by Hispanics are also about 10 percent 
smaller on average than white homes, but it is the larger household sizes that lower the space per 
occupant so much.  Still, Hispanic renters only average 313 square feet per occupant, so 
homeownership is associated with an increase in living space for Hispanics. 

One of the concerns cited about the emphasis on low-income homeownership is that too many buyers 
are purchasing inadequate housing, which increases housing costs, raises the risk of being subject to 
financial shocks from unexpected housing problems, and reduces the quality of the living 
environment enjoyed by residents.  Exhibit 6 presents information on the share of buyers purchasing 
older housing, which might be expected to need more maintenance and generally be of lower quality 
due to the age of the house.  In terms of housing age, low-income buyers are found to be more likely 
to purchase homes that were built in 1970 or earlier, with 49.7 percent in homes of this age, compared 
to 47.4 percent of moderate-income buyers and 40.2 percent of high-income buyers.  There is less 
variation in housing age by race-ethnicity.  Hispanics have the highest share of older housing at 49.9 
percent, compared with 46.4 percent of white first-time buyers in older housing and 45.3 percent of 
blacks. However, the share of all households living in these older housing units is higher still at 53.4 
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percent, which is essentially the same as the share of recent-mover low-income renters in older units.  
Thus, regardless of income or race-ethnicity homebuyers tend to occupy somewhat newer units than 
either all households or renters.   

A more direct measure of housing quality is provided by AHS variables indicating whether a unit is 
moderately or severely structurally inadequate.  It is true that low-income first-time buyers are more 
likely to live in moderately or severely inadequate units, with an inadequacy rate that is 75 percent 
higher than for moderate-income buyers and roughly twice the rate among high-income buyers.  
Nonetheless, the share of low-income buyers in moderately or severely inadequate housing is fairly 
low as 4.8 percent live in moderately inadequate housing and 2.0 percent live in severely inadequate 
conditions. Minority homebuyers are more likely to live in inadequate housing than whites, with 4.5 
percent of blacks and 6.3 percent of Hispanics in moderately inadequate housing, compared to 2.9 
percent of whites. With the exception of Hispanics, these rates are either better than or about the 
same as the share of all households living in inadequate housing, which suggests that low-income and 
minority buyers are no worse off than other households.  In addition, the level of structural 
inadequacy is higher among recent-mover low-income renters, with 7.9 percent living in moderately 
inadequate and 3.0 percent in severely inadequate housing.  

A similar pattern is evident with regard to housing satisfaction.  As a measure of satisfaction, the 
AHS asks each respondent to rate their home as a place to live on a 10-point scale, with one being 
best and 10 being worst.  Exhibit 6 shows both the average satisfaction rating and the share of 
households reporting a level of satisfaction of 5 or lower.  Low-income buyers are found to have 
slightly lower average satisfaction ratings than moderate- or high-income buyers, but have similar 
levels of satisfaction compared to all households and higher levels of satisfaction compared to recent-
mover low-income renters.  In terms of the share with low satisfaction ratings, compared to moderate- 
and high-income buyers low-income buyers are two to three times as likely to rate their satisfaction 
level as 5 or lower. But the overall share of low-income buyers with low satisfaction is fairly small 
(8.7 percent) compared to the share of either all households (9.3 percent) or recent-mover low-income 
renters (17.9 percent) rating their housing this low.  There is less difference in housing satisfaction by 
race-ethnicity, with blacks and Hispanics actually having higher average satisfaction levels than 
whites, and similar shares of households rating their housing 5 or lower across these three groups. 

There is little evidence of any worsening of the quality of housing purchased by low-income buyers 
over the last decade. In terms of structural adequacy, among low-income buyers the share of units 
that were either moderately or severely inadequate actually declined from 8.1 percent to 6.2 percent 
between the 1989-1995 and 1995-2003 periods.  Over the same time, the share of inadequate units 
among recent-mover low-income renters increased from 10.1 to 11.6 percent.  There was a slight 
decline in low-income buyers satisfaction with their homes, but the changes were fairly small.  The 
average rating among low-income first-time buyers dropped from 8.3 to 8.1, while the share of low-
income buyers reporting a satisfaction rating of 5 or less rose from 8.4 to 8.9 percent.  There were 
similar changes in satisfaction among recent-mover low-income renters as well. 

An obvious deficiency of these tabulations of the AHS data is that they do not account for all of the 
differences in household characteristics between the groups being compared.  Unfortunately, there is 
a very limited literature that employs multivariate analysis to examine housing outcomes of low-
income or minority homebuyers.  Of the studies that exist, several examine the issue of how 
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homeownership affects housing quality.  The most recent of these studies is Friedman and 
Rosenbaum (2004), which uses the 2001 AHS to evaluate whether immigrants and racial-ethnic 
minorities who achieve homeownership are more likely to experience housing crowding or live in 
inadequate housing than whites.  The study includes household income as an independent variable, 
and finds that increases in income reduce the probability of experiencing these problems, but the 
study does not present any estimates of the magnitude of differences between low- and upper-income 
households. With regard to race-ethnicity, they find that blacks and Hispanics are more likely to 
experience both crowding and inadequate housing than whites regardless of tenure and so conclude 
that a move to homeownership does not eliminate these problems for minorities.  However, while 
blacks and Hispanic owners are worse off in these dimensions compared to white owners, the study 
does not examine the question of whether a move to homeownership reduces the likelihood of 
minorities experiencing these problems.  However, the descriptive statistics presented in the report 
suggest that this is the case. 

An earlier study that examines a similar set of questions is Rosenbaum (1996).  Rosenbaum estimates 
a statistical model to predict the likelihood that a housing unit is structurally inadequate or has 
abandoned buildings nearby based on the race-ethnicity and socioeconomic status of the occupant, 
including whether they own or rent the unit.  The analysis relies on data for the New York area from 
both the AHS and New York City’s Housing Vacancy Survey.  The analysis finds that minorities and 
lower-income households are more likely to experience both of these problems.  However, one of the 
model’s strongest results is that, all else equal, owners are less likely to experience these problems.  
However, since the study does not interact either race-ethnicity or income with tenure it does not shed 
light on whether an owner’s lower likelihood of experiencing these problems varies by either race-
ethnicity or income. 

While recent-mover low-income renter households are shown in the exhibits presented in this section 
to provide an indication of whether a move to homeownership improves housing conditions for low-
income homebuyers, since we do not control for the many differences between these groups it is not 
clear if this is a fair comparison.  There have been a few studies that have examined the factors 
associated with housing satisfaction controlling for differences in housing and household 
characteristics.  These studies consistently find that homeownership increases housing satisfaction 
even after controlling for these other factors (Kinsey and Lane, 1983; Lam, 1985; and Danes and 
Morris, 1986). While these studies do include income as an explanatory variable, they do not attempt 
to evaluate whether the impact of homeownership on housing satisfaction varies with income.  One 
study (Kinsey and Lane) does have an explicit focus on differences between whites and blacks in the 
factors explaining housing satisfaction.  This study finds that homeownership is associated with 
greater increases in housing satisfaction for blacks. 

Finally, one recent study provides some insight into the question of how housing consumption 
changes when low-income households become homeowners.  Cummings, DiPasquale, and Kahn 
(2002) examine the pre- and post-move housing characteristics of participants in homeownership 
programs run by the City of Philadelphia.  The main focus of the paper is a program that was 
designed to promote neighborhood revitalization by constructing deeply subsidized owner-occupied 
housing units in severely distressed neighborhoods.  Since the program provided homeowners with 
per unit subsidies in the range of $50,000 to $100,000 it is not surprising that this group experienced 
significant increases in housing quality after moving.  But the study also found that participants in a 
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program that provided a small subsidy ($1,000) to low-income buyers in the City of Philadelphia also 
experienced significant improvements in housing quality.  The new units were larger, more likely to 
have a garage and to be in single-family structures.  Overall, 75 percent of survey respondents 
reported that the new home was better than their previous one.  Thus, this study provides limited 
evidence that a move to homeownership is often associated with an improvement in housing quality. 

Neighborhood Characteristics 

Exhibit 7 summarizes the information available from the AHS on the neighborhood choices of first-
time homebuyers.  The top portion of the exhibit provides information on the prevalence of 
neighborhood conditions that are indicators of blight, a lack of public services, or property uses that 
are less well-suited to residential areas.13  In general, low-income and, to a greater extent, minority 
first-time buyers do experience worse neighborhood conditions that higher-income buyers.  However, 
the incidence of most of these conditions is somewhat rare.  Low-income buyers are more likely to 
have abandoned or vandalized properties nearby and to have trash or junk on the street, but in both 
cases less than three percent of buyers experience these conditions.  Blacks are more likely to have 
abandoned or vandalized properties nearby, with 5.7 percent exposed to this condition.  Bars on 
windows, an indicator of greater potential for theft, are evident in 6.4 percent of low-income buyers’ 
neighborhoods, compared to about 4 percent of moderate- and high-income buyers’ neighborhoods.  
This condition is much more common among minorities, with 11.3 percent of blacks and 15.7 percent 
of Hispanics exposed to these conditions, compared to only 2.4 percent of whites.   

The most common issue in low-income buyers’ neighborhoods is the presence of commercial or 
industrial properties. These non-residential property uses are evident in about one in five cases for 
low-income and black buyers and nearly one in four of Hispanic buyers.  But these mixed-use 
neighborhoods are also fairly common in the neighborhoods where white (15.4 percent), moderate-
income (16.8 percent) and high-income (14.6 percent) buyers are located.  Again, low-income buyers 
fare better in all of the dimensions compared to low-income recent-mover renters and have shares that 
are fairly similar to those experienced by all households.  

Similar to the question on housing satisfaction, the AHS also asks respondents to rate their 
neighborhood on a scale of 1 to 10, with 10 being best and 1 the worst.  Exhibit 7 shows the average 
neighborhood rating and the share of households reporting a neighborhood rating of 5 or lower.  In 
terms of average ratings, there is very little difference across the first-time buyer groups by either 
income or race-ethnicity, ranging only from a low of 8.0 on a 10-point scale among low-income 
buyers to a high of 8.2 among moderate- and high-income and black buyers.  However, the average 
neighborhood rating does mask some variation evident in the share of households rating their 
neighborhood at 5 or lower.  Among low-income buyers, 11.7 percent rated their neighborhood 5 or 
lower, compared to 7.7 percent of moderate-income and 6.2 percent of high-income buyers.  
Minorities also are more likely to give a low rating to their neighborhoods, with 9.6 percent of blacks 

These neighborhood characteristics are recorded by the field staff implementing the AHS.  The questions 
ask whether the indicated characteristic is evident within 300 feet of the subject property. 
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Exhibit 7 
Selected Neighborhood Characteristics of First Time Buyers by Income Category 1989-2003 

Characteristic 

First Time Homebuyers Recent-Mover 
Low-Income 

Renters 
All 

Households 
Low 

Income 
Moderate 
Income 

High 
Income White Black Hispanic 

Neighborhood Blight Within 300 Feet 
Abandoned/Vandalized Properties 2.6% 1.5% 1.0% 1.3% 5.7% 1.7% 3.9% 1.8% 
Bars on Windows 6.4% 4.1% 4.2% 2.4% 11.3% 15.7% 9.7% 5.9% 
Trash/Junk on Street 2.5% 1.2% 1.2% 1.4% 2.3% 2.9% 4.1% 2.1% 
Commercial/Industrial Properties 20.2% 16.8% 14.6% 15.4% 21.9% 24.6% 37.7% 20.1% 

Neighborhood Satisfaction* 
Average 8.0 8.2 8.2 8.1 8.2 8.1 7.3 8.0 
Share rated 5 or lower 11.7% 7.7% 6.2% 8.5% 9.6% 10.3% 21.6% 12.3% 

Metropolitan Location 
Central City 30.4% 27.1% 26.7% 24.5% 39.5% 40.6% 46.6% 30.6% 
Suburb 45.9% 54.7% 55.6% 52.5% 43.8% 48.7% 36.6% 47.3% 
Non-metropolitan 23.8% 18.2% 17.7% 23.1% 16.6% 10.7% 16.7% 22.1% 

Note: Neighborhood satisfaction is rated on a 10-point scale with 10 being the best and 1 the worst. 

Source: Tabulations of the 1991-2003 American Housing Surveys. 
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and 10.3 percent of Hispanics giving a rating of five or lower, compared to 8.5 percent of whites.  But 
once again, all buyer groups compare favorably with low-income recent-mover renters, who on 
average only rate their neighborhoods at 7.3 and 21.6 percent rate the neighborhood at 5 or lower.  
Even compared to all households, recent buyers fare well, as the average across all households is a 
rating of 8.0 and the 12.3 percent rate their neighborhood at 5 or lower. 

Finally, Exhibit 7 also compares the distribution of these households between central cities, suburbs, 
and non-metropolitan areas.  While there is great variation in neighborhood quality within each of 
these geographic categories, in general, neighborhoods in central cities are thought to be more likely 
to have lower quality public services and more land uses that are less well-suited for residential areas.  
Central cities also tend to have lower homeownership rates than suburban areas, and so owners in 
these areas may be less likely to realize benefits from higher concentrations of owner-occupants.  As 
shown, low-income buyers are less likely to live in suburban areas than either moderate- or high-
income buyers (46 percent versus 55 to 56 percent), but this difference is split between a greater 
propensity to live in both central cities and non-metropolitan areas.  There is little difference between 
the geographic location of low-income buyers and all households. In contrast, low-income renters are 
much more likely than low-income buyers to live in central cities, with 47 percent in cities, but only 
30 percent of low-income buyers in these areas.  Both blacks and Hispanics are much more likely to 
buy in central cities than whites and less likely to buy in non-metropolitan areas.  Nonetheless, the 
suburbs are still the most common destination for first-time black and Hispanic homebuyers, with 44 
percent of blacks and 49 percent of Hispanics choosing to buy in these areas.   

There are a small number of studies that have used Home Mortgage Disclosure Act (HMDA) data to 
identify the characteristics of neighborhoods where low-income and minority homebuyers are 
purchasing homes. It is not possible to identify first-time homebuyers from the HMDA data, but 
because these data identify the census tract where homes were purchased it provides more precise 
information on the neighborhood choices of homebuyers than other data sources. These studies shed 
light on the extent to which low-income and minority buyers are gaining access through 
homeownership to higher income neighborhoods and whether the location choices of minorities are 
helping to reduce racial segregation.   

Stuart (2000) examined home purchases in the Boston metropolitan area from 1993 through 1998 and 
observes that while a significant share of blacks and Hispanics did purchase homes outside of the city 
of Boston, these minorities were still much more likely to purchase in the central city. While 91 
percent of whites bought in suburban areas, only 41 percent of blacks and 61 percent of Hispanics did 
so. Importantly, half of the blacks and Hispanics who moved to the suburbs were found in just seven 
communities.  While the reasons for such constrained choices are not clear—that is, whether it 
reflects discriminatory treatment, limits due to housing affordability, or preferences for specific 
communities—the result may be the recreation of racially segregated living patterns in suburban 
areas. In considering the location choices of low-income buyers, Stuart found that while low-income 
buyers were distributed across communities of all income levels, they were more likely to purchase in 
low-income communities (60 percent) than middle- (47 percent) or upper-income (34 percent) buyers.  
Furthermore, he found that in suburban areas low-income whites were as segregated from upper-
income whites as blacks were from whites.   
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Immergluck (1999) also uses HMDA data to examine home purchase patterns by blacks in the 
Chicago area.  He also finds that black homebuyers were concentrated in a relatively small number of 
census tracts.  In the 1995 to 96 period, 45 percent of black homebuyers located in areas that were 75 
percent black or more and 50 percent of all black homebuyers were concentrated in 5 percent of all 
census tracts.  Thus, like Stuart, he finds that black homebuying choices seem to reinforce patterns of 
racial segregation. Immergluck and Smith (2001) also use HMDA data to examine patterns of home 
purchase by different income groups in Chicago.  They find that there was significant growth in 
homebuying activity by low-income households in suburban areas of Chicago between 1993-1994 
and 1999-2000.  While these suburban buyers were mostly concentrated in older suburbs near the 
core and outlying suburbs, there was nonetheless a strong movement of low-income buyers to 
suburban areas. At the same time, the number of upper-income homebuyers increased rapidly in the 
City of Chicago, but, again, concentrated in a few specific neighborhoods.  Nonetheless, Immergluck 
and Smith do find that there was some evidence of greater income mixing by homebuyers in the 
Chicago during the 1990s. 

Finally, Belsky and Duda (2002a) also use HMDA data for the period 1993 to 1999 to examine home 
purchase activity by low-income and minority households in nine metropolitan areas.  They also find 
that large shares of low-income and minority homebuyers are purchasing in the suburbs.  Significant 
shares of low-income buyers were found to have purchased homes in moderate-income areas, leading 
the authors to conclude that homebuying activity was contributing to some income mixing, although 
there was a tendency for these households to be concentrated closer to the urban core than upper-
income households. Black purchases were also more clustered near the urban core and tended to be 
concentrated in predominantly minority areas, leading the authors to conclude that homebuying by 
blacks was not contributing materially to lowering levels of racial segregation.   

In short, studies examining home purchase activity using HMDA data come to mixed conclusions 
regarding home purchases by low-income and minority households.  While buyers are gaining access 
to suburban areas, there is a tendency for these buyers to locate in areas with greater concentrations of 
low-income and/or minority households.  In short, as Belsky and Duda conclude, “whether the move 
to low-income homeownership has been associated with a move to opportunity remains an open 
question” (Belsky and Duda, 2002a, page 52). 

Another study that shed some light on the types of neighborhoods where minorities are buying homes 
is Herbert and Kaul (2005), who use decennial census data at the census tract level for 1990 and 2000 
to examine the characteristics of neighborhoods where minority homeownership rates increased the 
most during the 1990s.  This study reaches similar conclusions as those using HMDA data.  In 
general they find that areas with the greatest gains in minority homeownership rates were more likely 
to be in suburban areas and were marked by higher incomes and house values and lower 
concentrations of minorities than areas where there was little change in minority homeownership 
rates. These findings suggest that the movement to homeownership is associated with a move to 
areas of higher socioeconomic status and is supportive of greater racial integration.  Still, the findings 
also indicate that minorities live in areas with lower incomes and house values and higher minority 
concentrations than the areas where whites live. 

However, while cross-sectional comparisons may show that on average low-income and minority 
buyers reside in better neighborhoods than low-income renters, this does not mean that individual 
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buyers actually improved their neighborhood conditions as a result of their move to homeownership.  
It may be that among low-income households, those who achieve homeownership already resided in 
somewhat better neighborhoods than other low-income renters.  A more informative way to evaluate 
whether a move to homeownership is associated with an improvement in neighborhood conditions is 
to compare the characteristics of neighborhoods where low-income buyers lived prior to buying their 
home to the area where they purchased.  Several recent studies provide results from this type of 
analysis.   

Reid (2004) analyzes data from the Panel Study of Income Dynamics (PSID) covering a period from 
1976 to 1993, using a special version of these data that includes characteristics from the decennial 
censuses for 1980 and 1990 for the census tracts where respondents reside.  The panel nature of the 
PSID allows her to identify when renters become homeowners and to then compare the characteristics 
of the neighborhoods where they lived before and after purchasing a home.  The characteristics 
examined include those related to demographics, economic status, and housing market conditions.  
Reid groups buyers into three income groups (low, moderate, and high)14 and two racial groups (non-
Hispanic white and all minorities).  Reid concludes that the move to homeownership results in 
essentially no change in neighborhood conditions for low-income whites, but fairly sizeable 
improvements for low-income minorities.  There are also small positive changes for moderate- and 
high-income whites and minorities.  For all groups except low-income whites, the move to 
homeownership does result in an increase in the neighborhood homeownership rate.  Low-income 
minorities also experience declines in the shares of female-headed households, people in poverty, 
households with welfare income, and unemployed adults.  

Tempering the positive finding that minorities of all income levels experience some improvement in 
neighborhood conditions when buying a home is the fact that compared to whites of the same income 
category, minorities live in areas with lower economic status, fewer homeowners, and lower property 
values. Thus, while a move to homeownership improves neighborhood conditions for minorities, it 
by no means results in the same level of economic status as whites of similar income levels.  

Another recent study that examines the before and after-purchase neighborhoods of low-income 
homebuyers is Turnham et al. (2004).  This study gathered data on 788 low-income homebuyers 
assisted through the HOME program in 33 jurisdictions around the country during the period from 
1993 to 2003.  All of the homebuyers assisted through the HOME program have low incomes, with 
74 percent of participants having between 50 and 80 percent of area median income.  With a 55
percent share, minorities account for a higher share of program participants than they do of all low-
income buyers.   

Reid’s income classification is somewhat unique.  The low-income category includes renters whose income 
is less than 80 percent of the area median income in every year they are observed up through the time they 
purchase a home.  Moderate-income renters are those whose income exceeds the 80 percent threshold in at 
least one year through the time when they purchase the home, but whose income is not consistently above 
the area median income.  High-income renters have income that exceeds the area median income every 
year they are observed through the time they purchase their home.   
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The study found that a large majority of buyers (70 percent) moved at least one mile from their 
previous residence and so were likely to have changed neighborhoods.  Of these, 47 percent moved 
between one and five miles, and 24 percent moved more than five miles.   

This study did find some indications of increases in the housing status of the post-move 
neighborhoods.  Homeownership rates were slightly higher (58 versus 54 percent), as were the share 
of housing in single-family units (52 versus 48 percent).  But by a variety of other measures of 
housing conditions, including age, vacancy rates, and values, there was essentially no difference.  
Similarly, the pre- and post-move neighborhoods were remarkably similar in a variety of economic 
and demographic characteristics, including poverty rates, share of households receiving public 
assistance, household incomes, and share of adults with some college.   

Turnham et al. also compare the characteristics of the neighborhoods to the broader jurisdiction 
(either city or county) where they are located.  In general, neighborhoods where low-income buyers 
purchased are somewhat below average on a number of socioeconomic indicators.  For example, the 
neighborhoods have lower household incomes, lower house values, and lower education levels than 
the broader jurisdictions.  However, the neighborhoods are by no means distressed.  The authors also 
point out the average incomes in the neighborhood are much higher than the average income of the 
HOME-assisted buyers.  While the average buyer’s income was about $29,000, the average 
neighborhood income was $42,000.  The study concludes that while the move to homeownership did 
not result in improved neighborhood conditions, it is also the case that the neighborhoods were 
generally decent places to live, with moderate-income levels, a high share of working families and 
little welfare dependence, and racially diverse.   

A similar type of analysis was conducted by Turnham et al. (2003) on a small sample (84) of 
homebuyers using housing vouchers in 12 markets around the country and found very similar results.  
The profile of families assisted through the housing voucher program is similar to those assisted by 
HOME. The typical buyer had income of less than $35,000, half of the participants were minority, 
and most were single-parent households.  As with the study of the HOME program participants, most 
buyers (61 percent) were found to have moved at least one mile from their previous residence, with 
21 percent moving 5 miles or more.  However, half of the buyers who did not move more than a mile 
purchased the same unit they had rented—and so experienced no change in either housing or 
neighborhood as a result of the purchase.  For the most part, neighborhoods where they moved were 
similar to where they started, with only slight improvement evident in various socioeconomic 
indicators. There was a slight increase in neighborhood homeownership rates (60 versus 57 percent) 
and in the share of homes in single-family structures (54 versus 51 percent).  Poverty rates were also 
slightly lower (16 versus 18 percent) as was the share of single female-headed households (10 versus 
11 percent). 

The study also conducted a windshield assessment of 32 of the properties and their surrounding 
neighborhoods.  For the most part, the houses purchased appeared to be in better shape than 
surrounding properties, exhibiting better exterior condition of the structure and surrounding grounds. 
However, the differences were not large.  For example, all of the purchased units were deemed to 
have good or excellent outside housekeeping evident, but 90 percent of surrounding properties were 
similarly rated.  Overall, a majority of the neighborhoods where buyers had purchased were rated as 
excellent (38 percent) or good (47 percent).  In short, as with the study of the HOME program, 
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participants in the voucher homeownership program were not found to have experienced a significant 
improvement in neighborhood conditions, but the areas where they bought were generally stable, 
good quality neighborhoods. 

Finally, Cummings, DiPasquale, and Kahn (2002) examine the pre- and post-move neighborhood 
characteristics of participants in homeownership programs run by the City of Philadelphia.  The main 
focus of the paper is a program that was designed to promote neighborhood revitalization by 
constructing deeply subsidized owner-occupied housing units in severely distressed neighborhoods. 
Not surprisingly, the study found that this group experienced significant declines in neighborhood 
quality after moving.  But the study also reports on the pre- and post-move neighborhoods of 
participants in a program that provided a small subsidy ($1,000) to low-income buyers in the City of 
Philadelphia.  The authors find that participants in this program experienced significant improvements 
in neighborhood characteristics in a number of dimensions, including household income, house 
values, and homeownership rates.   

Taken as a whole, the literature that has examined the neighborhood choices of low-income and 
minority homebuyers paints a somewhat mixed picture.  For the most part, there is little evidence that 
a move to homeownership by low-income households is associated with significant improvements in 
neighborhood conditions.  Although nor is there evidence that low-income homebuyers are being 
relegated to distressed neighborhoods. For the most part, the areas with higher concentrations of low-
income buyers are suburban areas with moderate incomes.  On the other hand, there are some 
indications that minority homebuyers may fare better, with the national analysis by Reid and the 
study of a Philadelphia homeownership program by Cummings, DiPasquale, and Kahn both finding 
that minorities realized much more substantial neighborhood improvements with a move to 
homeownership.  But the downside of this finding is that even with these improvements, the 
socioeconomic status of neighborhoods where minority owners are locating is lower than for whites 
of comparable incomes.   

Perhaps the most important concerns about the neighborhood choices of low-income and minority 
buyers is what implications these choices have for the likelihood of realizing the financial and social 
benefits associated with homeownership.  These issues will be explored in depth in Chapters 4 and 5.  

Housing Costs 

Exhibit 8 presents the distribution of housing cost burdens across first-time buyers and other 
household types.  Housing cost burdens measure the share of income devoted to housing, including 
rent or mortgage payments, utilities, property insurance, and property taxes.  Traditionally, housing is 
considered affordable if it accounts for less than 30 percent of income.  Housing cost burdens of 
between 30 and 50 percent are considered moderate, while those of 50 percent or more are severe.  
Exhibit 8 further breaks down those with moderate cost burdens further into those that pay between 
30 and 39 percent of income for housing and those that pay between 40 and 49 percent.  Housing cost 
burdens are shown for the first half of the 1990s and for the 1997 to 2003 period to identify trends in 
cost burdens between these periods. 
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Exhibit 8 
Trends in Housing Cost Burden for First Time Buyers and Other Households 
(Share of Households Spending Given Percent of Income on Housing) 

Time Period/Housing 
Burden Category 

First Time Homebuyers Recent Mover 
Low-Income 

Renters 
All 

Households 
Low 

Income 
Moderate 
Income 

High 
Income White Black Hispanic 

1989-1995 
Less than 30% 52.7% 82.9% 94.2% 76.7% 71.0% 63.5% 42.4% 72.5% 
30-39.9% 20.9% 12.9% 5.4% 13.8% 9.3% 15.1% 19.7% 11.1% 
40-49.9% 11.9% 3.4% 0.4% 5.1% 8.4% 9.4% 11.1% 5.3% 
50% or higher 14.5% 0.7% 0.0% 4.4% 11.2% 11.9% 26.7% 11.1% 

1995-2003 
Less than 30% 46.3% 78.4% 93.1% 74.1% 68.4% 54.3% 42.0% 71.5% 
30-39.9% 20.9% 15.0% 5.0% 12.9% 14.1% 19.5% 18.9% 10.7% 
40-49.9% 12.6% 4.1% 1.2% 5.6% 7.5% 10.8% 11.0% 5.3% 
50% or higher 20.1% 2.4% 0.6% 7.4% 9.9% 15.3% 28.0% 12.4% 

Change 
Less than 30% -6.3% -4.5% -1.0% -2.6% -2.6% -9.2% -0.4% -1.0% 
30-39.9% 0.0% 2.1% -0.4% -0.9% 4.8% 4.4% -0.8% -0.4% 
40-49.9% 0.7% 0.7% 0.8% 0.4% -0.9% 1.4% -0.1% 0.0% 
50% or higher 5.6% 1.7% 0.6% 3.1% -1.3% 3.4% 1.3% 1.3% 

Source: Tabulations of the 1991-2003 American Housing Surveys. 
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other housing costs, these more flexible guidelines can result in total payment burdens of 50 percent 
or more.  Whatever the cause, it is notable that one in five low-income first-time homebuyers were 
paying more than 50 percent of their income for housing in the period since 1997, as were one in 
seven Hispanic buyers.   

Mortgage Financing Choices 

The mortgage terms selected by homebuyers can have important implications for their experience as 
owners both in terms of long-run mortgage costs and the degree of risk of being unable to meet future 
mortgage obligations.  One of the most important mortgage characteristics is the interest rate.  Higher 
interest rates raise the monthly costs of homeownership and also decrease the share of mortgage 
payments that go toward principal in the early years of the mortgage, slowing equity accumulation.  A 
notable characteristic of the mortgage market during the 1990s was the development of the subprime 
mortgage market, which gave borrowers who might otherwise not have qualified for a loan an 
opportunity to obtain mortgage credit—but at the cost of higher interest rates.  Subprime lending has 
consistently been found to be disproportionately concentrated among minority and low-income 
borrowers and neighborhoods (see Apgar and Herbert (2005) for a review of this literature).   

As the market developed, most subprime loans were used to refinance existing mortgages.  As a 
result, most studies of subprime lending patterns have focused on this segment of the market.  
However, the share of home purchase mortgages has been growing steadily.  In 1993, subprime 
lenders accounts for a little more than 1 percent of all home purchase loans (Joint Center for Housing 
Studies, 2004). By 2001 this share had increased to 6.5 percent and by 2002 it was more than 9 
percent.15  As with refinance loans, subprime purchase loans are more common among minority 
borrowers generally, and particularly common in low-income, minority neighborhoods.  In 2001, 
subprime lenders accounted for 5.1 percent of purchase mortgages for whites, compared to 9.6 
percent for minorities. In low-income minority communities, 13.4 percent of all purchase mortgages 
were made by subprime lenders, compared to 8.9 percent in high-income predominantly minority 
areas and 7.5 percent in low-income predominantly white areas (Joint Center for Housing Studies, 
2004). Given the sharp rise in overall purchase lending volumes by subprime lenders in 2002, these 
shares are likely to be even higher now. 

The increase in subprime purchase lending to minorities and, to a lesser extent, to low-income 
borrowers would be expected to be evident in the share of buyers obtaining high interest rate loans.  
The top portion of Exhibit 9 presents information on average interest rates for first-time buyers by 
income and race-ethnicity for the periods before and after the 1995 survey.16  In the period up through 
the 1995 survey there was a clear tendency for lower-income buyers to face higher interest rates.  The 
average interest rate for low-income buyers was 8.81 percent, compared to 8.48 percent for moderate

15 The share for 2001 is from the Joint Center for Housing Studies (2004) while the 2002 share is from 
http://www.huduser.org/datasets/manu/subprime_2003_distributed.xls. 

16 Recent first-time buyers in each survey are those who purchased their home since the previous AHS survey 
two years earlier.  As a result, the interest rates reported by buyers in any one survey reflect rates prevailing 
during the previous two-year period.  For example, interest rates obtained by recent buyers in the 1991 
AHS reflect interest rates from the 1989 to 1991 period.   
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Given that subprime lending expanded rapidly in the second half of the 1990s and that this lending 
has been disproportionately concentrated among minority and low-income borrowers, it is somewhat 
surprising that the trends in average interest rates did not indicate a widening of differences by 
income or race-ethnicity.17  In order to examine whether trends in average interest rates may mask the 
extent to which the share of borrowers facing very high interest rates was rising, loans were identified 
as having “high” interest rates if the rate was more than one standard deviation above the mean 
interest rate for any survey period.18  By this measure there was only a slight increase in the overall 
share of home purchase mortgages that were high interest rate.  During the 1989 to 1995 period, 8.6 
percent of mortgages were high interest rate, compared to 9.1 percent from 1995 to 2003.   

The bottom panel of Exhibit 9 presents the share of buyers with high interest rate loans.  Interestingly, 
while high cost loans are more common among low-income buyers, both moderate- and high-income 
buyers experienced larger increases in the share of high cost loans in the late 1990s.  While there was 
a decline of 2.4 percentage points in the share of low-income buyers using high-cost loans, moderate- 
and high-income buyers experienced an increase of 2.6 and 2.7 percentage points respectively.  In the 
1995-2003 period, roughly one in ten of both low- and moderate-income first-time buyers used high 
cost loans, while about one in fourteen high-income buyers used these loans.  One possible 
explanation for this pattern is that the expansion of conventional lending to low-income buyers offset 
the growth in subprime lending to lower the share of buyers obtaining high cost loans.  Since 
moderate- and high-income buyers would not have benefited as much from the expansion of 
affordable lending products, the growth of subprime lending may be more evident among these 
groups. 

Among racial-ethnic groups, there was little difference in the early 1990s in the share of buyers 
obtaining high cost loans. While the share of whites obtaining high cost loans was essentially 
unchanged over the decade, the share of blacks with these loans increased by 0.7 percentage points 
and the share of Hispanics increased by 3.6 percentage points.  This result is in keeping with findings 
from the literature on subprime loan usage that minorities are much more likely than whites to 
borrower through subprime lenders, but the result is at odds with the literature in that subprime 
lending is more common among blacks than Hispanics.   

The general conclusion from this analysis of AHS data – that there was not a significant tendency for 
low-income and minority homebuyers to face higher interest rates – seems at odds with the fact that 

17 One reason why the increase in subprime lending may not be evident from these data is that higher 
borrowing costs come both in higher origination costs as well as higher interest rates.  Since the AHS does 
not gather information on origination costs, we cannot assess whether there are differences among borrower 
groups in these costs. 

18 The variation in interest rates observed across borrowers in any survey period will reflect both variation in 
interest rates over the two-year period covered by the survey as well as variation in rates across borrowers 
at any particular point in time.  Unfortunately, the AHS does not capture the month when mortgages are 
originated and so it is not possible to standardize rates by comparing them to some prevailing benchmark 
for the month of origination.  Across the seven survey periods, the standard deviation of interest rates 
ranges from 1.32 to 1.70, with greater variation in the 1991 and 1993 survey periods when interest rates 
were falling more rapidly. 
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percentage points). As a result of these increases, in recent years 29 percent of black first-time buyers 
and about a quarter of Hispanics and low- and moderate-income buyers have purchased homes with 
less than 5 percent equity in the homes at the time of purchase.  Should home values drop in the near 
future, these buyers would be most vulnerable to a loss of their equity.  

Exhibit 10 
Trends in Loan-to-Value Ratio by Income and Race-Ethnicity for First Time 
Homebuyers, 1989-2003 

Income or Race-Ethnicity/ 
LTV Category 1989-2003 1989-1995 1995-2003 Change 

Low Income 
80% or less 45.1% 47.0% 44.1% -3.0% 
80.1-90% 18.8% 20.4% 18.1% -2.3% 
90.1 to 95% 11.9% 10.0% 12.9% 2.9% 
Above 95% 24.2% 22.6% 25.0% 2.4% 

Moderate Income 
80% or less 41.8% 46.6% 38.7% -7.9% 
80.1-90% 22.6% 21.9% 23.1% 1.1% 
90.1 to 95% 14.6% 14.3% 14.8% 0.6% 
Above 95% 21.0% 17.2% 23.4% 6.2% 

High Income 
80% or less 45.7% 44.0% 46.6% 2.6% 
80.1-90% 26.6% 30.6% 24.4% -6.2% 
90.1 to 95% 13.5% 13.1% 13.7% 0.6% 
Above 95% 14.2% 12.3% 15.3% 3.0% 

White 
80% or less 44.8% 46.0% 44.1% -1.9% 
80.1-90% 23.9% 24.8% 23.3% -1.5% 
90.1 to 95% 13.0% 12.4% 13.3% 0.8% 
Above 95% 18.3% 16.8% 19.3% 2.5% 

Black 
80% or less 37.0% 36.6% 37.2% 0.6% 
80.1-90% 19.9% 21.6% 19.1% -2.5% 
90.1 to 95% 16.0% 19.0% 14.7% -4.4% 
Above 95% 27.2% 22.7% 29.0% 6.3% 

Hispanic 
80% or less 40.5% 43.7% 39.3% -4.4% 
80.1-90% 20.0% 26.8% 17.5% -9.3% 
90.1 to 95% 15.4% 8.5% 18.0% 9.5% 
Above 95% 24.0% 20.9% 25.2% 4.2% 

Note: Low income defined as income less than 80 percent of the area median income. 
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his results do not offer a valid test of how sensitive this analysis is to an assumption of a stable 
relationship between rents and house values.   

Given the similarity of his assumption about the relationship between rents and values to that used by 
Mills it is not surprising that his conclusion differs little from Mills.  He finds that owning is preferred 
to renting only as long as the home is occupied for about nine years.  This is somewhat longer than 
Mills estimate because Goodman makes somewhat more conservative assumptions about the value of 
tax benefits by factoring in the value of the standard deduction.  However, one interesting aspect of 
Goodman’s results is that he shows an annual estimate of the ratio of owner and renter costs.  After 
the third year, owners’ costs are never more than three percent higher than renters’ costs.  This result 
is also consistent with the findings of Mills and Capone that with somewhat more favorable 
assumptions about owners’ costs the breakeven holding period for owning can be as short as three 
years.   

Belsky, Retsinas, and Duda (2005) provide a more thorough test of the importance of the actual 
volatility of house prices and rents in determining whether owning is preferred to renting.  Like the 
other studies reviewed, they construct an equation to estimate total housing costs for owners that can 
be compared to the cost of renting.  Like Goodman, rather than assume a constant relationship 
between house prices and rents, they use price indexes to incorporate actual trends in these relative 
prices over time. However, they improve upon Goodman’s analysis by analyzing price trends in four 
different markets over an 18-year period.  The four markets were chosen for study as they represent 
different degrees of house price growth and volatility.  The focus of their analysis is to estimate how 
often owner costs are less than renter costs assuming holding periods of 3, 5, or 7 years.  Given the 
length of their data series on rents and house values, they can identify 16 different 3-year holding 
periods, 14 5-year holding periods, and 12 7-year holding periods.  They then report the share of these 
different holding periods where owner costs were lower than renters’ costs. 

Reflecting their concern with the question of whether homeownership is financially appealing for 
low-income households, their starting home value is half of the market median value.  They use data 
from the Bureau of Labor Statistics on owners’ estimates of the rental value of their properties and 
compare this to home values based on tabulations of the American Housing Survey for these markets.  
The ratio of rents to values is then used to estimate a rent level for homes at half the median home 
value. They then apply the market-specific Freddie Mac house price indexes and the consumer price 
indexes for rental housing to these initial values.  While not reported in their paper, the authors 
indicate that the starting ratio of rents to values is on the order of five to seven percent across the 
markets studied.   

Belsky, Retsinas, and Duda note that the two factors that are most likely to affect the cost of owning 
for low-income households is whether they are able to realize any tax benefits from owning and the 
costs of mortgage finance.  They then present a series of scenarios to test the impact of these factors 
on the relative costs of owing and renting. To test the importance of tax benefits on the costs of 
owning, as a starting assumption they assume that households benefit from mortgage interest and 
property tax payments only to the extent the value of these deductions exceed the standard deduction. 
They then assume that owners do not realize any tax benefits and see how this affects the likelihood 
that the cost of owning will exceed the cost of renting.  To text the impact of mortgage choices, they 
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study found that the ratio of rents to values is higher in the low-cost segments of the market, since the 
results are based on a single market at a single point in time there is not enough evidence to support 
this claim.  Given the importance of this issue to the question of whether owning is cheaper than 
renting, more research on differences in rent levels relative to house values across different segments 
of the market and at different points in time would be very informative.  

The literature also suggests that under certain assumptions, the value of tax benefits can be quite 
important in determining whether owning is a better deal than renting.  The fact that low-income 
households, particularly married couples, receive fewer tax benefits from owning means that these 
households are more likely to be better off renting than households headed by unmarried individuals.  
But Capone’s analysis also indicates that as long as rents are high relative to values, owning will 
clearly be preferred to renting for stays as short as three years whether tax benefits are realized or not.   

While the results of these studies suggest that there are a number of situations where low-income 
households would have lower housing costs if they rented, it is clear that a large share of low-income 
households still chose to own. In part, this may reflect the fact that there are many reasons for 
wanting to own a home beyond purely financial considerations, including greater security of tenure, 
the ability to tailor the home to fit one’s tastes, and greater privacy.  It may also be that even if 
homeownership is more costly it may still be more likely that owner households will accumulate 
greater wealth as a result of the forced savings associated with paying off a mortgage over time.  The 
next section provides some support for this view by reviewing literature that has found that 
homeownership is strongly associated with wealth accumulation even for low-income households. 

Homeownership and Long-Run Wealth Accumulation 

As the issues raised in Chapter 3 and in the sections above make plain, there is a complex web of 
factors that play a role in determining whether owners realize the financial benefits of 
homeownership.  These include the degree to which house prices increase, whether owners are able to 
sustain homeownership, the timing of buying and selling a home relative to housing price cycles, the 
degree to which owners can take advantage of the income tax benefits of owning, and the choices 
owners make along the way regarding financing, maintaining, and improving their homes.  The 
literature that has been reviewed in each of these areas provides both good and bad news regarding 
the likelihood that low-income and minority owners are likely to benefit financially from 
homeownership.  On the plus side, analyses of the overall financial return from homeownership 
suggest that ownership is a prudent financial investment.  There is also no reason to believe that low-
valued homes are less likely to appreciate than higher-valued homes.  In fact, research suggests that in 
the past low-income buyers were more likely to benefit from buying near the bottom of housing 
cycles.  On the negative side, most low-income owners realize few, if any, of the tax benefits of 
homeownership.  Also, as discussed in Chapter 3, low-income first-time buyers, particularly minority 
buyers, are more likely to have early exits from homeownership.  Additionally, the surge in home 
buying by low-income and minority households at what now appears close to the top of a price cycle 
may eliminate the advantage they had in previous periods of buying at the bottom of the cycle.  
Finally, minority owners are also more likely to miss out on valuable refinancing opportunities and 
may be less likely to maintain their homes.   
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Finally, Di et al. also investigate the issue of whether holding wealth in stocks rather than housing 
helps to increase wealth.  This question relates to the issue of whether holding wealth in non-housing 
assets rather than housing would result in higher wealth levels.  That is, even though homeownership 
is found to increase wealth, it might still be the case that devoting savings to stocks or other financial 
assets would create even greater wealth.  Di et al. indicate that their interest in this question in part in 
response to findings by Hurst et al. (1998) who found that the level of housing wealth in 1989 was 
negatively associated with overall wealth in 1994.  However, Di et al. argue that this result was 
probably due to the time period studied, which coincided with a period when house prices declined in 
many markets.   

To test the impact of holding stocks on changes in wealth between 1984 and 2001, Di et al. include a 
variable that indicates whether the household held a greater share of their 1984 wealth in stocks than 
in housing equity.  Since the model already includes a measure of the overall level of wealth, this 
variable provides an indication of whether less concentration of wealth in housing produced greater 
financial returns given the same starting wealth.  The estimated coefficient on this variable is both 
positive and statistically significant, indicating that holding more wealth in stocks did, in fact, result 
in higher wealth levels. But the results also indicate that the gains in wealth due to homeownership 
were much larger than the gains due to holding more wealth in stocks.  For example, a household that 
rented for the entire 18-year period but held stock wealth in 1984 is estimated to have average wealth 
in 2001 of $47,857.  In comparison, if the household did not hold stock in 1984 but owned a home for 
only one to five years, their wealth is estimated to be $80,899 on average, or nearly 70 percent more 
than if they had just invested in stocks.  Thus, while holding more of wealth in stocks does increase 
wealth in the long run, it still the case that being a homeowner is associated with greater increases in 
wealth than if the household just held stocks.  This result provides support for the argument that there 
is a “forced savings” aspect of homeownership that is nontrivial.  Homeownership is thought to force 
savings by requiring owners to make payments toward mortgage principal each month.  This accrual 
of equity in the home due to mortgage amortization can be a significant source of wealth over the life 
of a mortgage. 

This result is similar to the findings of Krumm and Kelly (1989) who explored the impact of 
homeownership on total savings levels.  They used data from the 1976 Survey on Consumer Credit to 
examine the relationship between household characteristics and both non-housing and total wealth.  
They explored several different modeling approaches to control for the fact that the level of savings 
and the level of non-housing wealth are endogenous with respect to the decision to own.  They found 
that while the magnitude of their results were somewhat sensitive to the approach used, in general the 
findings were consistent across approaches.  Specifically, they found that the level of non-housing 
savings was either no different or slightly lower when owners were compared with renters.  This 
suggests that owning either has little impact on non-housing savings or actually reduces it.  But, 
importantly, they found that total wealth levels were always higher for owners compared to renters as 
the accumulated wealth in home equity made up for lower non-housing savings. The differences in 
wealth levels were also substantial between owners and renters, with owners’ wealth anywhere from 
95 to 180 percent greater depending upon the modeling specification used. 

Another recent study that uses the PSID to examine the association between homeownership and 
changes in wealth over time is Reid (2004). While Reid does not model the factors associated with 
wealth levels, she is able to use the panel nature of the PSID to identify consistently low-income 
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would add between $200 and $400 a year to the financial gains realized, or roughly 10 percent of the 
wealth gained through appreciation.   

But as the authors note, while the gains realized by low-income and minority owners are smaller than 
for other owners, the gains are still positive and non-trivial.  To put these gains in perspective, Boehm 
and Schlottmann also use the panel nature of the PSID to estimate the annual gain in non-housing 
wealth for each of these household types over the period from 1984 to 1992.  They find that the 
median low-income minority household did not accrue any non-housing savings over the period, 
while low-income whites only gained $300 a year on average.  They conclude that not only is 
homeownership an important means of wealth accumulation for low-income families, but for the 
majority of these households it is the only form of wealth accumulation.   

Summary and Conclusions 

One of the principal factors underlying the strong support from policy makers for efforts to improve 
homeownership opportunities among low-income and minority families is the strong association 
between homeownership and the creation of household wealth.  One of the key determinants of the 
financial gains to homeownership is appreciation in house values over time.  Studies that have 
examined the financial return to homeownership taking into account average rates of appreciation as 
well as the value of housing services provided by the home, the income tax benefits of 
homeownership, and the use of financial leverage by the typical homebuyer have found that 
homeownership does belong as part of an optimal portfolio of household investments.   

But given that low-income and minority homebuyers are buying homes in different market segments 
than higher-income and white households, it is possible that they would be less likely to realize 
financial gains from appreciating values.  Looking collectively at a broad range of studies that have 
analyzed differences in housing appreciation rates across different market segments defined in terms 
of house values, it is clear that there is no systematic tendency for low-income areas or low-valued 
homes to appreciate less.  Indeed, there have been a number of periods when low-valued homes in 
individual markets have appreciated more rapidly than higher-valued homes.  Thus, it is not the case 
that low-income owners are less likely to experience real gains in home values. 

But while there have been a large number of studies examining differences in appreciation rates by 
house value, there has not been nearly as much attention paid to differences in housing appreciation 
by either the race-ethnicity of the neighborhood or of individual owners.  Among the studies that have 
been done two suggest that areas with a greater concentration of blacks have had lower rates of 
appreciation in housing values, while a single study has found that higher Hispanic shares were 
associated with greater price appreciation in two Florida markets.  However, one study that examined 
differences in appreciation rates by the minority share in the neighborhood over a longer period of 
time and across several markets found that whether minority areas appreciated faster or slower than 
whites varied over time and across markets.  In short, there is no evidence that house prices in 
minority areas systematically appreciate more slowly, but given the small number of studies on this 
topic it is not possible to draw general conclusions.  Further study of the degree to which minority 
homebuyers experience housing appreciation would make a valuable addition to the literature.   
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income owners. First, low-income households are less likely to realize tax benefits of any 
significance, which may tip the scales in favor of renting.  Second, since low-income and minority 
owners are more likely to use subprime lending, the higher cost of owning may make it less attractive.  
On the other hand, one study found that rents are higher relative to house values in the low-cost 
segment of the market, which helps to tip the scales in favor of owning.  However, there is very little 
research examining the issue of how the ratio of rents to house values differs across different 
segments of the housing market, so it is not clear whether this relationship holds up over time and 
across markets. 

It is difficult to draw any definitive conclusions from studies that have compared the costs of owning 
and renting. It is fairly clear that given the high transaction costs associated with buying and selling a 
home, owning is rarely a wise choice if the household is unlikely to stay in the home for at least three 
years.  Beyond that, the conclusions of these studies are highly sensitive to assumptions about the 
level of rents relative to house prices. When higher rents are assumed, low-income households are 
found to be better off owning even when they do not realize any tax benefits.  However, at lower rent 
levels, the lack of any tax benefits from owning can make renting a better deal for low-income 
owners. Further research on the difference in rents relative to values for different segments of the 
housing market would help to clarify whether owning is cheaper than renting for low-income 
households. Nonetheless, the research that does exist indicates that it is likely that in situations where 
house prices are growing slowly or declining, households of all income levels may be financially 
better off renting. 

In short, it is difficult to conclude whether low-income and minority households are likely to realize 
financial benefits from homeownership given the complex web of factors that contribute to the 
outcomes, including the location and timing of purchase and sale, the ability to sustain 
homeownership over time, the availability of tax benefits, and the choices made about financing, 
maintaining, and improving homes.  One approach to account for all of the ways in which 
homeowners differ in all of these areas based on income and race-ethnicity is simply to observe 
changes in wealth of individual households over time and how this correlates with their tenure 
choices. In fact, there have been several studies that have used longitudinal survey data to undertake 
this type of analysis.  Given their nature, these studies inherently account for the multifaceted array of 
factors that contribute to wealth accumulation through homeownership over time.  An important 
caveat with these studies is that they do not incorporate any controls for selection bias in who 
becomes an owner, and so it is not clear whether the observed differences in wealth accumulation 
reflect solely the impact of homeownership or whether the result is due to other unobserved 
differences between owners and renters.  Despite this important shortcoming these studies do shed 
light on whether homeownership is as likely to support wealth accumulation among low-income and 
minority households. 

The general conclusion that emerges from these studies is that spells of homeownership are strongly 
associated with higher levels of wealth, with longer periods spent as an owner associated with ever-
greater wealth.  In contrast, those who remain renters for long periods of time accumulate much less 
wealth, even after accounting for income and starting wealth.  It is the case that low-income owners 
accumulate much less wealth than higher income owners, both because low-income households own 
lower-valued homes and because they spend less time as owners.  But on average low-income owners 
nonetheless accumulate non-trivial amounts of wealth through homeownership.  Importantly, these 
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interest. This estimate of whether a household is likely to be a homeowner is then used to test the 
influence of homeownership on the outcome of interest.  While not a perfect solution for the problem 
of selection bias, such estimation techniques provide at least a partial test of whether 
homeownership’s impacts are likely due to selection bias.46  In the review that follows, studies that 
include such tests are regarded as providing greater evidence of homeownership’s likely impacts. 

Another concern with the existing literature is that many studies do not include measures of the 
confounding factors that may help produce the outcomes associated with homeownership, most 
notably residential stability and housing quality.  Studies that do include measures of these factors 
provide a better test of homeownership’s independent effect on social outcomes as well as the 
mechanism by which homeownership may produce the outcomes of interest.  

Finally, the focus of this study is in assessing whether there are any differences in the likelihood of 
realizing the benefits of homeownership by the income or race-ethnicity of the owner.  Much of the 
literature on the social impacts of homeownership is aimed at assessing whether there is an 
association generally between homeownership and the outcomes of interest and so shed little light on 
whether there are differences by income or race.47  Nonetheless, there have been a few studies with a 
particular focus on assessing outcomes among low-income homeowners.  These studies are given 
particular attention in our review.  Virtually no studies have assessed differences in social outcomes 
by the owner’s race-ethnicity, and so this issue is not addressed in this review. 

Impacts on Children 

Homeownership is purported to have a variety of positive impacts on children, including higher 
educational attainment, greater success in labor markets, fewer behavioral problems, and higher rates 
of homeownership as adults.  Synthesizing the various theories presented in the literature, Harkness 
and Newman (2002) identify four pathways by which homeownership may produce these positive 
impacts on children.  To begin with, there is evidence that homeownership may be associated with a 
more stimulating and emotionally supportive home environment.  In support of this view, Haurin, 
Parcel, and Haurin (2002) find that there is a statistically significant positive association between 
homeownership and indicators of a more nurturing home environment even after controlling for a 
variety of household characteristics and employing statistical controls for selection bias in who 
becomes an owner.  What is not clear is exactly why homeownership would lead to a more supportive 
home environment.  One hypothesis is that owners have greater life satisfaction and self-esteem, 
which helps foster this environment.  Another argument is that owners are more likely to make 
investments in their home to tailor it to fit their tastes, which supports a more home-centered life.   

Another way in which homeownership may have a positive impact is by providing a better physical 
environment for children.  Better physical conditions may improve children’s physical health by 

46 For a thorough discussion of the issue of selection bias as it relates to the social benefits of homeownership 
and the statistical techniques available to address this problem, see Dietz and Haurin (2003).  

47 Two recent excellent reviews of this literature in general are Rohe, McCarthy, and Van Zandt (2002) and 
Dietz and Haurin (2003). 
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Educational Outcomes 

There have been a number of high quality studies that have investigated the impacts of 
homeownership on the educational attainment of children.  The studies differ in the types of 
educational outcomes examined, the data sets used, and the methodological approaches employed.  
Yet, these studies universally conclude that the children of homeowners have better educational 
outcomes than the children of renters even after controlling for a wide variety of other household 
characteristics and employing statistical methods to account for selection bias in who becomes an 
owner. 

Among the first studies to address this question was Green and White (1997).  Using data from the 
Panel Study of Income Dynamics, they estimate the probability that 17 year olds were either still in 
school or had graduated from high school.  The explanatory variable of interest is whether the child’s 
parents were homeowners, but they also control for race, household income, parental education, and 
other household characteristics.  They attempt to control for selection bias in who becomes a 
homeowner by estimating a bivariate probit model of the joint outcomes of housing tenure and 
educational outcomes for children.  Green and White find that the 17-year old children of owners are, 
in fact, more likely to be in school than the children of renters.  Importantly, they also find that the 
impacts of homeownership on the probability of being in school are larger for low-income families.  
Children in homeowner households with incomes below $10,000 are found to be 19 percentage points 
more likely to be in school than the children of renters, while among owner households with incomes 
above $40,000 the difference between owners and renters is only 12 percentage points.   

Green and White also test their results by examining another data source, the 1990 decennial census, 
and produce results that are similar to those found using the PSID.  In order to test whether the 
homeownership effect found using the PSID could be attributed to homeowners living in higher 
quality housing or having longer duration of residence in a given location, their analysis using census 
data also incorporates measures of housing quality (as captured by house value or rent) as well as 
length of time residing in the house. Even after adding these additional control variables the results 
indicate that homeownership has a statistically significant independent effect on increasing the 
likelihood of being in school at age 17.  However, they do not attempt to control for selection bias in 
who becomes an owner in their analysis of decennial census data.  

In his analysis of data from the PSID, Aaronson (2000) attempts to extend the work of Green and 
White in two ways.  First, he introduces a much broader set of control variables in order to explore 
the specific mechanism by which better educational outcomes are obtained.  Second, he employs a 
different methodology to control for potential selection bias in who becomes a homeowner.   

Aaronson begins by estimating a model that includes a similar set of explanatory variables as used by 
Green and White, including controls for family composition, income, and parental education.  The 
results indicate that children of homeowners have a likelihood of graduating from high school that is 
10 percentage points higher compared to the children of renters.  He then examines whether this 
effect is the result of greater household stability by incorporating measures of change over time in 
employment, marital status, and household composition.  He finds that adding these controls does not 
affect the estimated homeownership impact.  He also employs a different data set to examine whether 
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three of the four instruments the homeownership effect is still statistically significant with regard to 
educational outcomes for low-income children. This result leads them to conclude that the findings 
are robust even when using a variety of controls for selection bias.  However, they find that for 
higher-income families, the use of these instruments results in a loss of significance for the 
homeownership variable.  Thus, for higher-income households there is less evidence of an impact of 
homeownership once controls are implemented for the selection bias in who becomes an owner.   

While the basic model presented in Harkness and Newman (2002) does not include controls for 
residential mobility or housing equity, they do test for the impact of including these variables on the 
estimated homeownership effect.  Consistent with Aaronson’s results, the inclusion of measures of 
residential mobility does diminish the homeownership effect, but it still remains positive and 
statistically significant.  Housing equity, on the other hand, is not statistically significant.  Boehm and 
Schlottmann (1999) also use the PSID to estimate the impact of homeownership on children’s 
educational attainment. They find that housing equity is not statistically significant in predicting 
graduation from high school, but it is significant in predicting graduation from college.  This result is 
consistent with the hypothesis that the wealth generated through homeownership may make it 
financially feasible to attend college.   

The other principal contribution made by Harkness and Newman is to incorporate measures of 
neighborhood socioeconomic status, as captured by the share of residents in their homes for five years 
or more, the poverty rate, and the homeownership rate.  Their results indicate that the effect of 
neighborhood characteristics on educational outcomes is weak, with only neighborhood stability 
being marginally statistically significant.  However, when they interact the individual’s tenure status 
with neighborhood characteristics they find that neighborhood characteristics have a greater impact 
on owners compared to renters.  In particular, greater neighborhood stability is found to have more of 
an impact on owners’ children.  This is consistent with findings by Aaronson that the positive impacts 
of homeownership on high school graduation rates are larger in neighborhoods with low mobility.   

On its face, Harkness and Newman’s finding that the children of low-income owners are more 
sensitive to neighborhood stability would suggest that homeownership in unstable communities 
would have more deleterious effects on owners than renters.48  However, they find that when the 
positive effects of homeownership itself are considered, the children of owners living in unstable 
neighborhoods are still found to have higher educational outcomes than renters’ children in these 
areas. In short, they conclude that homeownership is beneficial to low-income families even if they 
live in neighborhoods with low socioeconomic status.   

Haurin, Parcel, and Haurin (2002) take a somewhat different approach to evaluating the impact of 
homeownership on educational outcomes.  Rather than look at the level of educational attainment, 
they use data from the National Longitudinal Survey of Youth (NLSY) to examine the association 
between homeownership and results on math and reading achievement tests.  They find that 
homeownership has a positive and significant effect on test results for the children of owners—on 
average raising math scores by 9 percent and reading scores by 7 percent.  The positive influence of 
homeownership remains even when controls are incorporated to account for sample selection bias.  

The fact that there are statistically significant, positive impacts of residential stability on educational 
outcomes implies that a lack of stability will have negative impacts on these outcomes. 
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Homeownership 

One last outcome that has been examined in the literature is whether the children of homeowners are 
more likely themselves to become owners.  Boehm and Schlottmann (1999) use the PSID to examine 
the homeownership rates of children 10 years after leaving their parents home.  They find that even 
after controlling for the usual predictors of homeownership, such as income and marital status, the 
children of owners have homeownership rates that are 25 percentage points higher than the children 
of renters. This much greater tendency to own may reflect some combination of a greater preference 
for homeownership among those who have experienced it, greater comfort and familiarity with what 
is entailed in being a homeowner, or greater parental wealth that can be tapped to help achieve 
homeownership.  While Boehm and Schlottmann do not attempt to control for the selection bias in 
who chooses to become an owner, the rather substantial increase in the propensity to own a home 
among those who grew up in owner-occupied housing would seem likely to remain even if such 
controls were employed. 

Conclusions Regarding Impacts on Children 

The literature that has examined homeownership’s impacts on children is among the most convincing 
work on the social impacts of homeownership.  A series of studies have examined this issue using 
different data sets and employing a variety of methods to control for selection bias in who becomes an 
owner. These studies have also attempted to isolate the effect of homeownership from the impact of 
reduced residential mobility and neighborhood attributes.  The results strongly suggest that 
homeownership has a significant, positive effect on children’s educational attainment even after 
controlling for all of these potentially confounding factors.  Importantly, the literature suggests that 
these positive impacts are larger for low-income families and outweigh any negative impacts 
associated with owning in distressed communities.   

There is also somewhat weaker evidence that homeownership is associated with better labor market 
outcomes and reduced behavioral problems, although the magnitude of these impacts is small enough 
that the statistical significance of the results is sensitive to the controls employed.  Finally, one study 
has also found a significant association between growing up in an owner-occupied home and the odds 
of becoming a homeowner as a young adult.   

Impacts on Social Involvement 

One of the frequently touted benefits of homeownership is that owners are more engaged in efforts to 
improve the community.  Thus, increases in homeownership are thought to create more stable and 
healthier neighborhoods. There are a number of arguments put forward in the literature to explain 
why homeowners are thought to be more likely to be engaged in efforts to improve their communities 
(Cox, 1982; Baum and Kingston, 1984; Rohe and Stegman, 1994; DiPasquale and Glaeser, 1999; 
Rohe, McCarthy, and Van Zandt, 2002; Dietz and Haurin, 2003). Since neighborhood conditions 
have an effect on housing values, owners have a strong financial incentive to work to improve their 
communities.  In addition to their financial stake, owners are also likely to have an emotional stake in 
their homes and a pride of ownership that will motivate them to improve the surrounding community.  
Owners also face higher moving costs than renters, so they may be more motivated to work to solve 
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DiPasquale and Glaeser (1999) make a significant contribution to the literature both by introducing 
controls for the selection bias in choosing to be an owner and by assessing whether there are 
differences in political activity by owner income.  Their analysis of the General Social Survey for 
1987 finds that homeowners are 13 percent more likely to know the name of the head of local 
schools, 11 percent more likely to know the name of their U.S. Representative, and 16 percent more 
likely to vote in local elections.  When they add controls for duration of residence, they find the 
impact of homeownership is roughly cut in half, but remains statistically significant.  When they 
introduce statistical controls for selection bias all of these impacts are still positive, although the 
likelihood of knowing the name of the U.S. Representative is no longer statistically significant.    

However, most importantly for our purposes, they also investigate whether there differences in the 
impacts across different income groups.  They find that compared to renters, owners with incomes in 
the bottom quartile are only about 5 percent more likely to know the local school head, 7 percent 
more likely to know their U.S. Representative, and 2 percent more likely to vote in local elections, 
with none of these differences being statistically significant.  Thus, while DiPasquale and Glaeser 
find fairly convincing evidence that homeowners generally are more likely to be engaged in the 
political process, they also find that owners in the bottom quartile of the income distribution are only 
slightly more engaged than renters, if at all.  This result is consistent with the findings of Gilderblum 
and Markham regarding participation in the 1992 presidential election.  

Involvement with Local Organizations and Institutions 

Several studies have found that owners are more likely to be involved with local organizations such 
as neighborhood associations, social organizations, school associations, nationality groups, or 
churches, (Cox, 1982; Baum and Kingston, 1984; Guest and Oropesa, 1996; and Rossi and Weber, 
1996). Again, for the most part these studies do not attempt to control for selection bias or assess 
whether low-income owners behave differently than higher income owners.   

The study by DiPasquale and Glaeser is once again important in this area.  Analyzing data from the 
General Social Survey for 1986 to 1994 they find that ownership is associated with greater 
participation in non-professional organizations.  This result is maintained even when instrumental 
variables are used to control for selection bias.  However, most of the homeownership effect is 
eliminated when controls for residential duration are included.  More importantly, they once again 
find that owners in the bottom quartile of the income distribution are no more likely than renters to 
belong to organizations.  However, they also examine church attendance as another measure of 
involvement with local institutions.  They find that owners are more likely to go to church, and this 
difference is statistically significant even when controlling for selection bias and length of residence.  
Also, while low-income owners are less likely to attend church than high-income owners, they are 
still more likely to attend church than renters.  

Another measure of local involvement analyzed by DiPasquale and Glaeser is whether owners are 
more likely to work to solve local problems, a question that was asked in the 1987 General Social 
Survey.  They find that owners are 10 percent more likely to be engaged in these efforts than renters, 
although when statistical controls are introduced for selection bias the result is not statistically 
significant. Interestingly, they do find that owners in the bottom quartile of the income distribution 
are more likely than renters and no less likely than other owners to work to solve local problems.  
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Involvement with Neighbors 

Another aspect of social involvement that has been assessed in the literature is the degree to which 
homeowners interact with their neighbors.  In general, there have fewer studies that have investigated 
this issue and the results have been less favorable.  Baum and Kingston find that owners were more 
likely to have social relationships with neighbors.  Rossi and Weber (1996), however, found that 
renters were more likely to socialize with neighbors at night and to go out to bars, although measuring 
the degree of interaction with neighbors as the extent of socializing at night is a somewhat limited 
view of neighborly attachment.  However, neither of these studies examine whether there are 
differences between low- and upper-income owners or attempt to control for selection bias in who 
becomes an owner. 

Rohe and his colleagues again provide an important contribution on this topic.  Their survey of 
Baltimore homeowners and renters also investigated the degree of “neighboring” as measured by 
summing responses to a series of questions asking how many of their neighbors respondents 
recognized, knew by name, had social interactions with, or thought of as friends.  Using multivariate 
techniques to control for other differences between the two groups, they find that owners scored 
lower on this measure of neighboring 18 months after purchase.  However, the authors note that this 
result might simply reflect the fact that their sample of owners had, be definition, recently moved, 
which was not necessarily true of renters.  In fact, when they re-survey the group 3 years after 
purchase they find a positive association between neighboring and being an owner, although this 
difference is not statistically significant. 

Conclusions Regarding Impacts on Social Involvement  

In general, there is not a rich literature examining the association between homeownership and social 
involvement by low-income families.  Studies by DiPasquale and Glaeser (1999), Rohe and Stegman 
(1994a), and Rohe and Basolo (1997) stand out as making particularly important contributions on this 
subject. On the whole, the findings from these studies indicate that there is at best only a slight 
tendency for low-income owners to be more socially involved.  With regard to voting and other 
indicators of engagement in the political process, while homeowners generally are more likely than 
renters to be engaged in political activities, this does not appear to be the case for low-income owners.  
DiPasquale and Glaeser do find that low-income owners are more likely than renters to work to solve 
local problems, but in general the association between homeownership and such efforts is fairly weak 
as it is not statistically significant when controls for selection bias are employed.  The studies by 
Rohe and his colleagues do provide some indication that low-income owners are more likely to be 
involved with neighborhood associations, but since this study concerns participants in a low-income 
homeownership program that provided newly constructed homes in Baltimore, it is not clear how 
generalizable these results are.  Finally, there is a scarcity of studies investigating differences in 
interactions with neighbors by tenure.  Those that have been done provide little evidence that low-
income owners, in particular, are more involved with neighbors.   

Impacts on Psychological and Physical Health 

Another purported benefit of homeownership is a positive impact on both the psychological and the 
physical health of owners.  Psychologically, homeownership is thought to increase self-esteem, the 
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Impacts on Psychological Health 

As noted above, the three main aspects of psychological health that are associated with 
homeownership are increases in self-esteem, perceived control over life or self-efficacy, and overall 
life satisfaction.  Interestingly, while it seems fair to say that these impacts of homeownership are 
widely taken for granted, there has been little quantitative work that has assessed the validity of these 
claims.  Qualitative research generally finds that participants in low-income homeownership 
programs express very positive views of homeownership.  One oft-cited study is Balfour and Smith 
(1996) who conducted focus groups with participants in a lease-purchase program in Cleveland.  The 
authors summarize the feedback from the focus groups as indicating that the opportunity to work 
toward homeownership “elevates their status in society and contributes to personal security and self-
esteem.”  However, since the program entailed a lengthy period of time (15 years) as renters prior to 
obtaining ownership, the focus-group participants also noted that during the lease period the lack of 
control over maintenance to their homes and the need to follow rules established by property 
managers was a source of irritation and frustration—which actually highlights the value owners attach 
to having greater control over their homes.  Herbert et al. (2003) also conducted focus groups with 
participants in a low-income homeownership program in Michigan, who generally reported that 
becoming an owner enhanced their self-esteem and the feeling of control over their living 
environment. 

Quantitative studies assessing homeownership’s psychological impacts are few.  Attempting to fill 
this void in the literature, Rossi and Weber (1996) use data from the National Survey of Families and 
Households from 1988 to examine the association between homeownership and a range of indicators 
of psychological health, including degree of self-satisfaction, feelings of competence, degree of 
happiness and optimism, and feelings of depression. Their results confirm that homeowners do fare 
better than renters in all of these dimensions, although the magnitudes of these differences are not 
large. However, the conclusions of this study are fairly tentative as the study also only includes 
controls for the respondents’ age and social status (based on an index that incorporates information on 
income and education). The results do not shed any light on whether these outcomes vary with the 
income of the owner. Nor do the authors attempt to account for any selection bias in who decides to 
become an owner.   

The most thorough research on this topic once again comes from Rohe and Stegman (1994b) and 
Rohe and Basolo (1997). As described previously, these studies track participants in a low-income 
homeownership program in Baltimore over time and compare changes in measures of psychological 
health to changes observed over the same time in a comparison group of low-income renters.  
Specifically, surveys were conducted prior to purchasing a home as well as 18 months and 3 years 
after purchase. Survey questions were designed to evaluate the respondents’ self-esteem, perception 
of control over their life, and overall life satisfaction.  By examining changes in individual owners 
over time, the study provides some control for potential selection bias in who chooses to buy a home.  
The focus of these studies specifically on low-income households is also unique. 

The authors measure self-esteem using an index based on responses to five questions asking the 
respondent to give a self-assessment of their skills and ability.  Their analysis of survey responses 
both 18 months and 3 years after purchase does not find a statistically positive association between 
homeownership and self-esteem.  Interestingly, the only variable that is significant is the self-
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and House (1996) include controls for respondents’ income and education and find that 
homeownership is still associated with better functional health, although it is not associated with the 
incidence of chronic conditions or self-rated health.  In an analysis of a Scottish health survey, 
Macintyre et al. (1998) add controls for income and find that homeownership is still associated with a 
range of positive health outcomes, including overall responses to a general health questionnaire, 
respiratory function, the number of long-standing illnesses, and the number of symptoms of poor 
health. Interestingly, the authors also add a measure of self-esteem as a control variable but find that 
this factor has only an imperceptible effect on the association between homeownership and health 
outcomes.  This result suggests that improvements in self-esteem may not be an important mechanism 
by which homeownership affects physical health.   

However, neither of these studies provide any indication of whether health outcomes might very with 
the owner’s income level.  One study with a particular focus on moderate-income households is Page-
Adams and Vosler (1997).  These authors surveyed nearly 200 workers from two automobile plants 
that were affected by the economic recession of the early 1990s, including one that was closed.  The 
survey sought to assess the incidence among these workers of signs of economic strain, depression, 
and problematic alcohol use.  The study also assessed whether workers had access to a social support 
network as evidenced by having someone they could turn to for understanding and advice other than 
their spouse. Incorporating controls for respondents’ education, income, and financial assets, they 
study examined the association between homeownership and these outcomes.  They find that 
homeowners were less likely to suffer signs of economic strain, depression, or problematic alcohol 
use, although they were not more likely to have access to a social support network.  The results 
suggest that homeownership may help ease the psychological stress of a financial crisis, in part by 
helping to reduce the economic strain caused by lost or reduced employment.  However, an important 
caveat is that the study does not make any attempt to control for potential selection bias in which 
workers chose to become homeowners. 

While the findings of Page-Adams and Vosler suggest that homeownership can provide financial and 
psychological support in times of economic crisis, in an analysis of survey data from Great Britain 
from two time periods in the early 1990s, Nettleton and Burrows (1998) find that homeowners who 
have difficulty making mortgage payments are more likely to experience indicators of poor health. 
Specifically, these owners are found to lower scores on a general health questionnaire and to be more 
likely to have visited a doctor.  The results of this study highlight the potential negative effects of 
homeownership on physical health should the owner experience difficulty in making mortgage 
payments and face loss of their home.  However, one weakness of the study by Nettleton and Burrows 
is that they do not attempt to compare the experience of owners and renters who experience financial 
hardship. While it is undoubtedly true that owners who face foreclosure will experience stress that is 
sufficiently severe to affect physical health, it is not clear from these results whether these impacts 
would be any worse for renters.  The findings of Page-Adams and Vosler suggest that 
homeownership may provide some protection against these stresses.  In general, the results of these 
two studies serve to highlight how little is known about differences in the impacts of financial stress 
on owners and renters. 
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income owners are more likely to work to solve local problems and to be involved in neighborhood 
organizations, but given the small number of studies assessing these issues and the unique 
circumstances of these studies, this conclusion is by no means definitive.   

Research on homeownership’s impacts on owners’ psychological and physical health is particularly 
weak. Only one series of studies of a low-income homeownership program in Baltimore provide any 
convincing information on the psychological impacts of homeownership.  These studies find that 
while owners do exhibit higher life satisfaction, there is no evidence that they have higher self-esteem 
or perceived control over their lives.  However, these studies do find that improved housing 
conditions are associated with higher self-esteem and greater perceived control over life, which may 
be an indirect effect of homeownership.  Unfortunately, there are no studies that provide any 
convincing evidence about the impacts of homeownership on physical health.   

Taken as a whole, the literature on social impacts suggests that there may be few significant social 
benefits aside from impacts on children. However, the impacts on children alone may be important 
enough to provide significant support for low-income homeownership.  Nonetheless, further research 
on the social impacts of homeownership is needed to come to a more definitive conclusion about 
whether low-income households are likely to realize these benefits.  Whether low-income owners are 
more socially involved than renters is an important question to the extent that homeownership is 
justified on the basis of benefits that accrue to the broader community.  Given the lack of solid 
research on the impacts of homeownership on a household’s psychological and physical health, 
further well-designed research in this area would make a significant contribution to the literature.  
Within this area, a particular interesting question is whether during times of economic crisis the 
negative impacts on an owner’s psychological and physical health due to the stress of facing the loss 
of a home through foreclosure outweigh any positive impacts from the accumulated wealth and 
security of tenure that comes with homeownership.  Perhaps more importantly, differences in 
homeownership’s impacts by the race-ethnicity of the owner has essentially been completed ignored 
across all spheres of this literature, creating a significant gap in our knowledge. 
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Chapter Six: 
Summary of Findings, Policy Implications, and 
Areas for Further Research 

Summary of Findings  

Aided by a favorable economic climate, concerted efforts by the public and private sectors alike have 
succeeded in significantly increasing homeownership rates for low-income and minority households 
across the country over the last decade.  Despite these gains, efforts to increase homeownership 
opportunities continue to receive important emphasis from policy makers as significant gaps still 
remain in homeownership rates by income and race/ethnicity.  But the success of efforts to increase 
homeownership has highlighted the need for policy makers to evaluate the extent to which these new 
low-income and minority homeowners are reaping the expected benefits of homeownership, and, if 
not, what can be done to increase the chances that they will realize these benefits.  In fact, in recent 
years both housing advocates and the popular press have raised concerns that the emphasis on 
promoting homeownership may be luring families and individuals into buying homes when they 
would be better off renting. These critiques cite rising foreclosure rates, increases in the share of 
buyers shouldering substantial financial burdens, and accounts of buyers being trapped in poor quality 
homes as evidence that a move to homeownership is in many cases not beneficial for the low-income 
and minority households who are the focus of these efforts.   

In the interest of supporting the development of effective policies for promoting and supporting 
homeownership, as well as to address the concerns raised about those who fear there is too great an 
emphasis on promoting homeownership, the purpose of this report has been to review and synthesize 
what is known about the homeownership experience of low-income and minority households to 
assess the extent to which homeownership is likely to benefit these groups.  While there have been 
several recent reviews of the literature that have assessed the empirical evidence on the benefits of 
homeownership, this study is unique in an explicit focus on what is known about the homeownership 
experience of low-income and minority households. 

Efforts to promote homeownership are routinely justified by a range of financial and social benefits 
that are thought to result from owning a home.  One of the key rationales for encouraging 
homeownership is that it is the principal source of wealth accumulation for a majority of Americans.  
Other financial benefits include reduced income tax obligations, protection from inflation in housing 
costs, and a resulting increased ability to amass other savings.  But equally important are a range of 
non-financial or social benefits, including improved housing quality and satisfaction, increased social 
engagement (with positive repercussions for the surrounding community), enhanced conditions for 
childhood development, and improved psychological and physical health.  Often the benefits of 
homeownership are taken to be so self-evident that little effort is made to document these claims.  
Yet, empirical validation of these benefits is less robust than one would suppose.  In part, this reflects 
the fact that the benefits associated with homeownership are not realized instantaneously, but rather 
accrue only slowly over time.  As a result, to assess whether an individual has benefited from 
homeownership they must be followed over time to observe a sequence of housing choices made over 
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a number of years.  However, relatively few studies take such a longitudinal approach.  Another 
challenge in attributing beneficial outcomes to homeownership is that renters and owners are likely to 
differ in fundamental ways that are not readily captured by observable household traits—for example, 
in the degree to which they prefer to put down roots in a community and in their interest and 
motivation to save.  Studies assessing the impacts of homeownership must wrestle with the problem 
of disentangling the effects of homeownership from other household differences. 

In recognition of the importance of the sequence of housing choices made over time for the long-run 
realization of homeownership’s benefits, this study began by examining the initial housing choices 
made by low-income and minority first-time homebuyers since the early 1990s to identify whether 
there are indications from these choices that they are less likely to benefit from owning.  We then 
examined what is known about key choices of these households after becoming owners and the 
impact of these choices on the odds of realizing homeownership’s financial and social benefits.  
Chapters 4 and 5 then reviewed the literature that has specifically assessed the financial and social 
benefits of homeownership.  Of no small importance for this review, among the studies that have 
assessed the benefits of homeownership few have had an explicit focus on assessing whether these 
benefits are more or less likely to accrue to low-income and minority households.  Our review 
focused primarily on studies that shed light on differences in homeownership outcomes by income 
and race-ethnicity.   

An examination of the housing choices made by low-income and minority homebuyers finds that, in 
general, these households do have more living space, a lower incidence of inadequate housing, and 
higher satisfaction with their homes than low-income renters.  While this analysis does not take into 
account other differences between owners and renters that might account for the improved housing 
outcomes for owners, in general there does not appear to be any evidence that low-income and 
minority first-time buyers face a significant risk of living in poor quality housing.  There have also 
been concerns raised that in order to be able to afford a home, low-income and minority homebuyers 
may be more likely to purchase in distressed neighborhoods.  Studies that have examined the 
neighborhood choices of these buyers have found that while low-income and minority buyers do tend 
to buy in areas with lower household incomes and higher minority concentrations than other buyers, 
for the most part the neighborhoods where they live are decent neighborhoods of modest income— 
but they are not distressed.  Finally, there is no indication that first-time buyers were systematically 
using higher cost or riskier mortgage products—at least not as evidenced by data from the American 
Housing Survey covering the period up through 2003.   Of course, the conclusion that most low-
income and minority first-time buyers were obtaining decent housing in decent neighborhoods with 
reasonable mortgage terms does not mean that there were not cases where buyers did not fare so well.  
But our analysis of data from the American Housing Survey suggests that these poor initial outcomes 
were relatively rare.   

There were several notable trends evident over the last decade in the characteristics of first-time 
homebuyers.  First, the share of low-income buyers with severe payment burdens—that is, devoting 
over half of their income to housing costs—rose fairly substantially from 14.5 percent of buyers in the 
first part of the 1990s to 20.1 percent in the period from 1997 to 2003.  This trend suggests that the 
rise in homeownership may well have been fueled by more liberal mortgage underwriting, with a 
consequence that more first-time owners were subject to severe housing cost burdens.  Another trend 
that was evident was a notable rise in the share of low-income first-time homebuyers that consist of 

Chapter 6:  Summary of Findings, Policy Implications, 

and Areas for Further Research


119 




households with a single adult—either a single person or a single parent with children—from 39 to 49 
percent. While the expansion of homeownership opportunities for these households is commendable, 
it can be more challenging for these families and individuals to cope with unexpected crises and so 
they likely face a greater risk of losing their homes.  Finally, nearly a quarter of low-income 
households made the leap to homeownership by purchasing manufactured housing.  While these 
homes have been found to represent an affordable option for good quality housing, they will not 
provide opportunities for wealth accumulation for the half of all owners who do not own the land on 
which their homes are sited. 

One of the choices made by homeowners that plays a key role in determining whether a household 
benefits from homeownership is how long the household occupies the home.  The costs of buying and 
selling a home are substantial, so those who move frequently will be less likely to benefit financially 
from owning.  In addition, many of the social benefits of homeownership are associated with 
residential stability.  There is fairly limited evidence on differences in mobility rates for owners by 
income and race-ethnicity, but studies that have been done suggest that these households may be less 
likely to move, making homeownership more attractive.  On the other hand, low-income and minority 
owners are also at greater risk of foreclosure.  However, even though foreclosure is more common 
among these owners, it is still a fairly rare event, affecting less than five percent of low-income and 
minority owners using prime, conventional financing.  Of no small concern, the advent of subprime 
lending has clearly raised the risk of foreclosure, particularly for low-income and minority buyers 
who account for a large share of this market, but even among these borrowers the vast majority of 
cases do not end in foreclosure.  In short, while there is a clear need to ensure that homebuyers are 
aware of the risks of foreclosure and that safeguards are in place to protect buyers from making ill-
informed choices, the incidence of foreclosure is not high enough for low-income buyers generally to 
avoid homeownership. 

But while a small share of buyers may experience foreclosure, the share of low-income and minority 
first-time buyers that fail to maintain homeownership for at least five years is fairly substantial.  
Several recent studies have used longitudinal panel surveys to trace the tenure choices of households 
over fairly lengthy periods of time and found that between 43 and 53 percent of low-income buyers 
will not sustain homeownership for more than five years, compared to between 23 and 30 percent of 
high-income buyers.  These studies also find that minorities at all income levels are between 22 and 
39 percent more likely to leave homeownership than whites.  These statistics reveal that the notion 
that “once an owner, always an owner” is not at all true—especially for low-income and minority 
families.   

These studies cannot identify why these households leave homeownership.  The exits will include 
cases where a change in circumstances make it impossible for owners to sustain homeownership— 
including both instances where owners are forced out of their homes by foreclosure as well as 
instances where owners leave to avoid foreclosure.  But some share of these exits are also voluntary 
and likely represent sound decisions given changes in household circumstances that impose few costs 
on the owners.  Assuming that high-income owners are only rarely forced out of homeownership by 
an inability to meet their financial obligations, then the exit rate for these households of between 23 
and 30 percent may be taken as an indication of the share of cases where households voluntary leave 
homeownership within five years.  This assumption would suggest that roughly a fifth of low-income 
owners generally and about a quarter of low-income minority owners may involuntarily be forced to 
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give up on homeownership within five years of buying.  Clearly, a non-trivial share of low-income 
first-time buyers may not be able to sustain homeownership long enough to realize its benefits.   

It is important to note that much of the information on how long households sustain homeownership 
is based on survey data from the 1980s.  Thus, the difficulty faced by low-income first-time buyers in 
sustaining homeownership is not a new phenomenon.  It is not clear whether the risk of leaving 
homeownership have risen as the number of low-income first-time buyers has increased, although the 
continued rise in homeownership rates for this group suggests that their rate of exit from 
homeownership has not risen substantially—at least not yet.  One of these studies also tracked 
households’ tenure choices following an exit from homeownership and found that many low-income 
and minority families do manage to regain homeownership.  Among whites, 86 percent of those who 
become owners either continually sustain ownership or return to owning, compared to 81 percent of 
blacks and 84 percent of Hispanics. These figures suggest that, despite fairly high shares of 
households leaving homeownership at some point after they buy their first home, ultimately a large 
majority of first-time buyers of all racial-ethnic groups do succeed as owners.  But these subsequent 
transitions have not been the subject of as much study and so this conclusion may be less definitive.  

Another key decision made by owners after purchase is whether to refinance their mortgage to obtain 
a lower interest rate. Homeowners can substantially reduce their long-term costs of owning by taking 
advantage of refinance opportunities, which means a failure to pursue these opportunities represents a 
substantial loss. Analyses of the likelihood that owners will take advantage of refinance opportunities 
have found that low-income and, to a greater extent, minority owners are more likely to miss these 
chances than other owners. Among low-income borrowers these missed chances appear to be 
explained by their greater difficulty in meeting the underwriting requirements for a new loan.  While 
these factors also explain some of the reduced refinancing activity by minorities, it also appears that 
minorities may miss opportunities where they would likely qualify for a loan.  Blacks who refinance 
are also found to obtain interest rates that are about one percentage point higher on average than the 
rates obtained by whites.  Taken together, missed refinance opportunities and higher costs of 
refinance loans are estimated to increase the collective costs of mortgage finance for black 
homeowners by tens of billions of dollars.  Clearly, a failure to take full advantage of refinance 
opportunities imposes significant costs on these owners.  

Another mortgage decision faced by owners is whether to borrow against their home equity for other 
purposes, such as to finance home improvement, education, or business investment or simply to 
support consumer spending such as by consolidating other debt. While such uses of home equity are 
one of the benefits of homeownership, there is also concern that the ease of obtaining a cash-out 
refinance mortgage or home equity loans may encourage owners to draw down their equity and 
diminish their wealth accumulation.  Existing studies suggest that low-income and minority owners 
do not, in fact, have a greater tendency to draw down their home equity—perhaps because they have 
less equity to draw down.  However, an important caveat to this conclusion is that more recent data 
indicates that there has been a substantial increase in cash-out refinancings since 2001—a trend that 
may not yet be captured by national survey data that were used in these studies.   

A final important choice faced by owners relates to investment in home maintenance and 
improvements.  These investments are important in several respects.  First, spending on home 
maintenance is important to ensure that the home continues to provide adequate shelter and to protect 
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the value of the home.  Required home maintenance spending can also add to housing costs and 
increases the financial burden on low-income owners.  Finally, investments in home improvement 
increase the benefits received by owners from their homes and help to support increases in value.  In 
general, studies have found that low-income and minority households are less likely to invest in home 
improvements, although the differences are not large.  However, existing studies mostly focus on 
home improvements and shed little light on the incidence of maintenance expenditures.  Maintenance 
expenditures are arguably more important, since they are needed to maintain the quality of the home 
and can impose an unexpected financial burden on the owner.  One study of participants in a low-
income homeownership program found that within18-months of home purchase about half had 
experienced a major unexpected need to invest in home maintenance, with a little more than a quarter 
reported having such a need and being unable to make this investment.  This finding suggests that 
maintenance costs can be an important issue for low-income owners, but relatively little research has 
been done on this topic. 

All of the post-purchase decisions discussed above will have an impact on the financial returns to 
homeownership.  But perhaps the most important factor for producing wealth is the rate of house 
price appreciation. Given that low-income and minority owners do tend to live in different 
neighborhoods than upper-income white households, it cannot be assumed that the likelihood of 
house price gains are the same for these groups. A large number of studies have examined whether 
there are systematic differences in house price appreciation for low-valued homes.  Looking broadly 
at the findings from these studies it is clear that low-valued homes are no less likely to appreciate than 
higher-valued homes.  Thus, there is no reason to believe that low-income owners are less likely to 
experience rising house prices than other owners.  There has been much less study of differences in 
appreciation rates by race-ethnicity, but the few studies that have been suggest a similar conclusion 
for homes in minority communities.   

However, these studies also highlight the fact that the rates of home price appreciation do vary 
substantially over time and across markets.  When both the variation in housing prices and the high 
costs of buying and selling homes is taken into account, a significant share of homebuyers are found 
to lose money on their homes if they move within nine years of buying.  Studies examining housing 
price cycles have found that the timing of buying and selling a home is critical in determining 
whether a household will profit from owning.  In short, these studies highlight that housing can be a 
risky investment—particularly for those who do stay in their homes for only a few years. 

But even if steady housing appreciation is realized, it may still be the case that low-income 
households would financially be better off renting.  Since low-income households are less likely to 
realize any income tax benefits, owning will have fewer financial advantages over renting compared 
to higher-income households. Low-income and minority households may also face higher interest 
rates than other households, further eroding the potential advantage of owning.  Studies comparing 
the costs of owning and renting have found that a critical factor is the relationship between rents and 
values—the higher that rents are relative to house values, the more attractive ownership becomes.  If 
the rent-to-value ratio is assumed to be around the long-run average for the country as a whole, these 
studies generally conclude that low-income households would be better off renting unless they expect 
to stay in their home for seven years or more.  However, one author has argued that rents are higher 
relative to values in low-valued segments of the housing market, perhaps in part due to the fact that 
the reduced value of tax benefits for these households decreases the amounts bid for these homes.  If a 
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higher ratio of rent to value is assumed to prevail among low-valued homes, owning can be a better 
financial deal than renting even in the absence of any tax benefits.  Since the relationship between 
rents and values at different points in the distribution of home values has not been the subject of much 
study, it is difficult to draw definitive conclusions regarding whether low-income households would 
systematically be better off financially by renting. 

As the forgoing discussion demonstrates, there is a complex web of factors that contribute to the 
financial returns realized from homeownership, including the location and timing of purchase and 
sale, the ability to sustain homeownership over time, the availability of tax benefits, the choices made 
about financing, maintaining, and improving homes, and the cost of housing in the rental market.  It is 
nearly impossible to piece together the findings from the literature that examines each of these aspects 
of homeownership to conclude whether low-income and minority owners are likely to be better off 
financially by owning rather than renting.  In an effort to simultaneously account for this multifaceted 
array of factors, one group of studies has used longitudinal household surveys to relate cumulative 
tenure choices over time to household wealth accumulation.  An important caveat with these studies 
is that they do not incorporate any controls for selection bias in who becomes an owner, and so it is 
not clear whether the observed differences in wealth accumulation reflect solely the impact of 
homeownership or whether the result is due to other unobserved differences between owners and 
renters. Despite this important shortcoming, these studies do shed light on whether homeownership is 
as likely to support wealth accumulation among low-income and minority households as it is for 
higher-income owners. In fact, these studies consistently find that households that have experienced 
even short spells of homeownership accumulate more wealth than those who rent.  While higher-
income households do accumulate much greater wealth through ownership, the disparity in wealth 
accumulation between low-income households who own and those who only rent is actually greater.  
Homeownership is found to be a particularly important avenue of wealth creation for low-income 
households as these studies consistently find that housing equity is often the only form of wealth 
accumulated among these households. In short, these studies suggest that it is hard to refute the 
importance of homeownership for wealth creation among low-income and minority households.   

In justifying efforts to support homeownership, policy makers cite not just the financial benefits of 
homeownership, but also a range of social benefits, including an improved environment for raising 
children, increases in community involvement (with resulting positive impacts on the surrounding 
community), and improved psychological and physical health.  In general, evidence supporting these 
claims for low-income and minority households is fairly limited.  But there is fairly compelling 
evidence that the children of homeowners do have higher educational attainment.  Importantly, low-
income owners are more likely to experience these positive impacts and these impacts are evident 
even when owners live in distressed neighborhoods. There is also evidence that homeownership has 
positive impacts on children in terms of better labor market outcomes, reduced behavioral problems, 
and an increased propensity to own homes as adults.   

There is a much thinner literature assessing other social impacts of homeownership, including the 
degree of social involvement and impacts on psychological and physical health, making it difficult to 
come to conclusions about whether low-income and minority owners are likely to realize these 
benefits. Of the studies that have addressed these issues, the results provide little evidence that low-
income owners are more socially involved than renters.  Studies employing quantitative measures 
find some support for the notion that homeownership improves overall life satisfaction, but no 
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support for the idea that ownership increases self-esteem or perceived control over one’s life—despite 
the fact that these aspects of homeownership are generally supported by qualitative research.  The 
literature is particularly thin on homeownership’s impact on physical health, either generally or 
specifically for low-income or minority owners, so that no conclusions can be drawn about 
association between homeownership and better health.  

Overall, our review of the literature indicates that in most cases low-income and minority households 
are as likely to realize the financial and social benefits of homeownership as upper-income, white 
households. Nonetheless, it is also clearly the case that these households face a greater risk of being 
unable to sustain homeownership.  Since the benefits of homeownership mostly accrue slowly over 
time, a failure to maintain homeownership will greatly reduce the chance of realizing these benefits.  
While it can be argued that the risk of foreclosure remains fairly low for most owners, recent research 
on the rate at which households exit homeownership find that roughly half of low-income buyers— 
and even higher shares of low-income minority owners—are unable to sustain homeownership for 
five years.  While there may be substantial benefits from sustained homeownership, there are also 
significant costs of failed attempts at owning.  Cases ending in foreclosure undoubtedly impose 
significant financial and personal costs on these families.  While much less is known about other 
forced exits from homeownership, these situations are also likely to impose non-trivial financial and 
personal costs. 

Given the benefits that result from sustained homeownership, we see no reason to retreat from the 
goal of increasing homeownership opportunities for low-income and minority households.  But there 
is also a clear need for policies to help insure that these families and individuals approach the decision 
to purchase with a clear sense of the risks involved and an understanding of the implications of their 
initial housing choices.  Policy makers also need to place increased emphasis on efforts to support 
low-income and minority families once they become owners to increase the likelihood that 
homeownership will be sustained and its full benefits realized.  The next section discusses these 
policy implications in more detail. 

Policy Implications 

While it is beyond the scope of this report to provide detailed policy recommendations, in this section 
we do identify broad areas where policy makers should focus their attention to help improve 
homeownership outcomes for low-income and minority owners.  In short, a concerted policy effort to 
improve homeownership experiences will have three broad thrusts: efforts to improve the initial 
homebuying choices made by these families and individuals—including whether owning is the right 
choice; efforts to ensure that homeowners optimize their mortgage choices after purchase and make 
appropriate investments in maintenance and improvements to their homes; and efforts to help owners 
resolve crises that threaten their ability to sustain homeownership.  Policy goals in each of these broad 
policy areas are discussed in the sections that follow.  

For the most part, the policy directions outlined here do not represent new ideas.  As a result, the 
recommendations may be thought of more as an indication of where greater emphasis is needed rather 
than where there has been a complete lack of effort.  However, it seems to fair to conclude that there 
has been much greater emphasis on efforts to promote homeownership than there have been on efforts 
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to support and sustain homeownership.  For this reason, there is likely to be a greater need to expand 
efforts for these latter goals.  It is also important to note that there are very few studies that have 
assessed whether first-time buyers are making the most appropriate housing and mortgage choices or 
the effectiveness of policies to either promote or sustain homeownership.49  A better understanding of 
what policy approaches are most likely to be successful in various circumstances is clearly needed to 
better inform policy choices. 

Improving Initial Choices 

The initial decisions made by individuals and families about whether to own, what house to buy, and 
how to finance the purchase all have important implications for the outcomes realized.  There are a 
variety of ways in which policy efforts can help prospective homebuyers in each of these choices.  
The most obvious approach for improving these initial decisions is through homebuyer education and 
counseling. In many respects, this is a policy approach that has been well established over the last 
decade, as the volume of homebuyer education and counseling services has increased significantly 
since the early 1990s through the combined efforts of all levels of government and non-profit and for-
profit organizations.  However, while such efforts are well established, what may be needed is a 
review of these efforts to ensure that they place sufficient emphasis on the quality of buyers’ 
decisions and not just on helping buyers to succeed in purchasing a home.  There is no systematic 
information on the extent or nature of existing counseling efforts, so one can only speculate as to the 
degree to which current efforts address these concerns. 

Nonetheless, since the goal of homebuyer education and counseling programs is to help clients 
achieve homeownership, there may be a tendency to place more emphasis on accentuating the 
positive—that the program can help clients realize their dream of homeownership—and less emphasis 
on assessing the question of whether homeownership is, in fact, an appropriate choice for these 
households. Homebuyer education and counseling efforts ought to help clients to confront important 
issues such as their likelihood of needing to move in the next few years, their ability and desire to 
handle maintenance responsibilities, and their financial capability for responding to unexpected costs 
or reductions in income.  Clients of these programs ought to be made aware of the real risks 
associated with buying a home and the chances that they may not be able to maintain homeownership.  
While it is not often highlighted in descriptions of the outcomes of homebuyer education and 
counseling, it ought to be considered a positive outcome of these efforts if a client chooses not to 
pursue homeownership if they would not truly benefit from owning.   

The importance of making careful choices about what home to buy also needs to be stressed, 
including the value of a thorough home inspection to identify potential problems with the home.  
Since low-income families may have little money to spare beyond requirements for a downpayment 
and closing costs, a home inspection may seem like an unaffordable luxury.  Clients need to 
understand that a high quality home inspection is money well spent.  To further encourage buyers to 
take this step, financial assistance for these home inspections may also be warranted.  As an 
indication of the challenge of getting buyers to take this step, a program to support low-income 

See Herbert et al. (2005) for a review of the existing literature assessing the efficacy of efforts to promote 
homeownership).   
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homeownership in Michigan found that despite an offer by the state to pay for a home inspection, few 
buyers actually took advantage of this aspect of the program (Herbert et al., 2003).   

Finally, these efforts should also emphasis the importance of choosing a mortgage product that will 
keep housing costs low while also not exposing the household to payment shocks that will make it 
difficult to sustain homeownership.  Since many counseling and education programs are linked to 
affordable lending efforts, it is likely that the issue of mortgage choice receives a fair amount of 
attention in existing efforts.  In this regard, the problem facing counseling efforts may be less a 
question of whether the right message is communicated to clients and more a question of whether 
these counseling programs can effectively compete with the sales efforts of subprime lending 
programs.  The housing counseling industry developed in the 1990s in response to problems that low-
income and minority households had in accessing mortgage credit.  During the 1990s, more relaxed 
underwriting guidelines by conventional lenders as well as the growth of subprime lending have 
diminished the problem of getting access to credit.  Borrowers with low-incomes and poor credit now 
face a range of mortgage choices—many of which can be obtained almost instantaneously without the 
need for a prolonged counseling effort.  Thus, the challenge for the homebuyer education and 
counseling industry is how to meet the needs of their clientele with the same speed and ease as their 
subprime competitors.  This may require expedited approaches for assisting borrowers that get them 
to “yes” more quickly while maintaining contact after purchase to deliver more in depth counseling 
and support. 

However, one challenge in recommending an emphasis on providing homebuyer education and 
counseling to address the need for improving initial housing choices is that so little is known about 
which approaches work and which do not.  There have been a handful of studies that have assessed 
the efficacy of homebuyer education, but the emphasis of these studies has been on examining 
whether default rates are lower for those assisted by these efforts.  The issues raised here go beyond 
whether they are able to meet their mortgage payments to questions of whether the decision to buy, 
what to buy, and how to finance the home are optimal.  While a default is an indication that a poor 
choice was made, these are only the most visible examples of poor decisions.  Further study both 
about the nature of existing counseling efforts and the efficacy of different approaches for achieving 
the goals discussed here is needed. 

Another obvious area where policy makers can influence homebuyers’ initial choices is through 
efforts to regulate the mortgage industry to ensure that lending practices help buyers to make 
adequately informed choices.  Along these lines, there have been a variety of efforts by state 
governments to impose stricter guidelines on lenders to eliminate deceptive practices that came to 
light in the late 1990s.  Critics of these state regulations contend that they impose liabilities and 
requirements that result in more costs than benefits for consumers.  Advocates contend that these laws 
have provided an important safeguard for consumers who are making choices with significant 
personal and financial ramifications.  It seems clear that if the government is encouraging individuals 
and families with little experience in mortgage markets to pursue homeownership, there needs to be 
adequate regulatory protections to ensure that they are likely to make choices that keep 
homeownership affordable while mitigating its risks.  

One final issue that should be the focus of policy efforts concerns manufactured housing. As noted in 
Chapter 2, nearly a quarter of low-income first-time buyers over the last decade have purchased 
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manufactured homes.  While there is evidence that these homes provide good quality homes at a 
reasonable price, in cases where the land is not owned along with the unit buyers are unlikely to 
realize any of the potential financial benefits of homeownership.  Given the importance of these 
homes for low-income buyers, one policy goal could be to increase the share of these homes where 
occupants also own the land.  Perhaps tax incentives for developers of manufactured home parks 
could be used to encourage greater land ownership among buyers. 

Improving Choices Made After Purchase 

The post-purchase issue that may be most ripe for greater policy effort is the need to enhance 
refinance activity by low-income and minority homeowners—both in terms of whether the option to 
refinance is exercised when the opportunity arises, what mortgage terms (particularly the interest rate) 
are obtained upon refinancing, and how much it costs to refinance.  Analysis of refinance activity has 
found that low-income buyers are less likely to exercise options to refinance when the opportunities 
arise, most likely due to credit constraints.  More notably, minority owners are both less likely to 
refinance, even when credit constraints are not evident, and also end up with interest rates that are 
about one percentage point higher than the rates obtained by whites who refinance.   

For several years now, policy makers have paid considerable attention to the issue of predatory 
lending, which refers to a grab bag of lending practices that impose excessive costs and strip equity 
from homeowners who refinance their homes.  As discussed above, regulatory efforts are clearly an 
important part of the policy response to this problem. But efforts to enhance affordable lending 
options for existing owners are needed to address this need.  Up to now, the focus of most affordable 
lending programs has squarely been on helping first-time buyers to purchase homes.  What is needed 
is an equally strong emphasis on lending and counseling programs designed to help existing 
homeowners to act on refinancing opportunities and to obtain affordable products when they do 
refinance. As discussed above, a challenge for enacting such an effort is to effectively compete with 
subprime lenders who both aggressively market their products and can make loans quickly.  Efforts to 
promote affordable refinance options for low-income and minority homebuyers need to be developed 
that can provide an effective counterweight to the more expensive options available in the market.   

Another issue that likely would benefit from greater attention is the need to support owners in 
identifying and addressing home maintenance issues.  This support could include counseling and 
education to recognize and successfully manage home maintenance issues as well as lending 
programs to help finance larger scale needs.  This type of post-purchase counseling is widely 
recognized as an important pillar of support for low-income homeowners, with the most notable 
example being the “full-cycle” lending approach developed by Neighborhood Reinvestment 
Corporation that is intended to support borrowers not just up to the point of home purchase, but also 
after they are in their homes.  However, despite the recognition of the potential benefits of post-
purchase counseling, these services appear to be much more rarely used.  For example, in fiscal year 
2003 the NeighborWorks network provided pre-purchase counseling to about 57,000 clients, while 
post-purchase services were provided to about 18,000, or about a third of the volume.50  Prior to the 
1990s, many of the community-based organizations that are among the leaders in efforts to promote 

See http://www.nw.org/network/policy/pdf/goalsFY03-FY05.pdf for statistics on the volume of clients 
served. 

Chapter 6:  Summary of Findings, Policy Implications, 

and Areas for Further Research


127 


50 

http://www.nw.org/network/policy/pdf/goalsFY03-FY05.pdf


homeownership played an important role in operating lending programs to support home 
improvement and maintenance.  While many of these efforts still exist, they appear to receive less 
emphasis than efforts to support home purchase.  Again, data from the NeighborWorks network is 
instructive. While the network helped about 12,000 individuals to become homeowners in fiscal year 
2003, they also assisted a little less than 8,000 owners with support for rehabilitation and repair 
services.51  Although it is worth noting that the volume of NeighborWorks’ clients receiving support 
for rehabilitation and repair services has been growing in recent years. 

Helping to Sustain Homeownership 

One of the important innovations in mortgage markets during the 1990s was an increased emphasis 
on efforts by lenders to provide delinquent borrowers with a range of options for addressing their 
financial difficulties to avoid having these situations end in foreclosure (see Herbert et al. 2000 for a 
description of the efforts developed by Fannie Mae, Freddie Mac, and FHA).  Loss mitigation 
programs, as these efforts are called, offer solutions such as providing periods of reduced or 
suspended mortgage payments or opportunities to refinance loans to extend the term or lower the 
interest rate as a way of reducing mortgage obligations.  FHA offers a particularly generous option 
called a partial claim that allows borrowers to turn missed payments into a non-interest bearing loan 
that is only payable upon sale of the house or fulfillment of their primary mortgage obligation, 
whichever comes first. Loss mitigation programs also offer options that do not result in owners 
retaining the home, but avoid a foreclosure and the associated negative consequences for a borrowers’ 
financial circumstances and credit history.  These options include pre-foreclosure sales, where owners 
are allowed to sell their homes for less than their debts, and a deed-in-lieu of foreclosure, where 
owners turn over their properties to the lender without the need for a foreclosure process.   

These loss mitigation programs are an important tool in efforts to help homeowners sustain 
homeownership or to mitigate the consequences of losing a home so that a return to homeownership 
will be easier.  In an analysis of loans purchased by Freddie Mac, Cutts and Green (2004) find that 
among low- and moderate-income owners who enter into a repayment plan, the risk of home loss is 
reduced by 68 percent.  However, there are a number of ways in which these efforts could be 
strengthened. Recent papers by the Neighborhood Housing Services of Chicago (2004) and Collins 
and Gorey (2005) present a detailed discussion of approaches used to respond to mortgage 
delinquency along with recommendations for improvements in the safety net available to support 
owners. One of the key issues raised by these studies is the need for better methods for contacting 
borrowers who have fallen behind in their payments.  Cutts and Green (2004) note that Freddie Mac 
loan servicers are only able to contact about half of all delinquent borrowers, while NHSC presents 
information for highly-rated subprime servicers showing that these lenders only succeed in contacting 
between 17 and 36 percent of delinquent borrowers.  If lenders are unable to connect with these 
owners, they are not able to negotiate a workout arrangement to help mitigate their circumstances.  As 
Collins and Gorey (2005) discuss in depth, there are promising examples of programs implemented in 
a few markets around the country that use non-profit organizations as an “honest broker” to reach out 
to borrowers assist them in their negotiations with lenders.   

See Bright Ideas Volume 24, Number 2, Spring 2005, page 7 for data on home repair and rehabilitation 
volumes. 
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While in some cases, telephone counseling may be sufficient to gather the necessary information from 
borrowers to develop an appropriate strategy to remedy their default.  However, in other cases, more 
intensive in-person counseling may be needed.  A significant challenge in providing this type of 
service is how to pay for these efforts.  Similarly, while many lenders will offer borrowers repayment 
plans or loan modifications to help resolve delinquency, in some cases financial assistance is needed 
to pay off the accumulated delinquency.  FHA’s partial claim is an example of the type of assistance 
that may be needed to get borrowers back on track, but this option is not generally available from 
other lenders or insurers. There are several city- or state-level programs that provide this type of 
support, most notably Pennsylvania’s Homeowners’ Emergency Mortgage Assistance Program 
(HEMAP) and the Minnesota’s Foreclosure Prevention Assistance Program.  But there are only a 
handful of such efforts in selected market areas around the country. 

Although there are a number of foreclosure prevention programs operating either through specific 
lenders or in specific markets, many borrowers find themselves without access to some or all of the 
supportive services they need.  As Collins and Gorey observe: 

While there are instructive aspects of all of these programs, a universal roadmap for 
foreclosure prevention does not exist.  Ideally borrowers struggling to pay their 
mortgage would have access to a multi-tiered system of supportive services, 
including lender referrals, counseling, financial assistance, property services, and 
referrals to other social-service agencies. 

In short, while there have been great strides in the last decade in developing loss mitigation 
approaches, much more can be done to increase access to these important services. 

Finally, in addition to loss mitigation for delinquent mortgage borrowers, there is also a need to 
provide support for owners who are facing crises even before they miss a mortgage payment.  The 
relatively high rate of exit from homeownership within five years by low-income and minority 
owners suggests that a fairly large share of these owners may be experiencing difficulties that make it 
difficult to sustain homeownership.  It is not known how many of these crises may not even reach the 
stage of missing mortgage payments and so represents a silent failure of homeownership.  Improved 
methods for identifying and supporting these owners are also needed.  The most common reasons for 
mortgage delinquency indicate the types of crises that are likely to arise—including job loss, health 
problems, divorce or death of a spouse, and large financial obligations, such as maintenance costs, tax 
bills, or consumer debt.  Policy efforts to provide greater support for low-income households 
generally to confront these types of emergencies would also help to sustain homeownership.  Such 
efforts would include support for the unemployed, an expansion of health care insurance, and 
emergency loan programs for unexpected costs.   

Areas for Further Research 

Throughout this report we have identified areas in the literature where not enough work has been 
done to fully understand either the circumstances facing homeowners, the nature of their decisions, or 
the outcomes realized.  This section presents a brief description of the areas where further research 
would be most valuable to enhance our understanding of the homeownership experience of low-
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income and minority homeowners with an eye toward informing policy efforts to improve the 
outcomes realized.   

•	 Is homeownership associated with greater housing size and quality for low-income and 
minority homebuyers?   The simple comparison of average housing characteristics of 
owners and renters presented in Chapter 2 of this study found that homeowners did enjoy 
larger and higher quality homes.  However, this result may simply reflect the fact that 
owners and renters differ in important ways.  A multivariate analysis would shed more 
light on the extent to which homeownership is associated with getting access to better 
quality housing.   

•	 How do housing costs and quality change when households move into 
homeownership? The data presented in Chapter 2 found that an increasing share of low-
income first-time buyers were experiencing severe housing cost burdens.  However, this 
type of cross sectional analysis does not shed light on whether these owner households 
were worse off owning than they were renting, as their previous rental cost burden may 
have been as high.  An analysis of panel survey data could be used to examine how 
housing consumption and costs change when low-income and minority households first 
become owners.  

•	 Have the initial mortgage choices of homebuyers become riskier in recent years?  
Analysis of the American Housing Survey through 2003 suggests that first-time buyers 
were not making particularly risky mortgage choices.  However, recent reports in the 
popular and trade press indicate that the use of interest-only and payment-option 
mortgages have become more widespread.  An analysis of data from the 2005 AHS (or 
perhaps private data sources such as Loan Performance Inc.) are needed to understand the 
extent to which these riskier loans are being used and what the characteristics of these 
borrowers are. 

•	 Has the likelihood that low-income and minority homebuyers will sustain 
homeownership for at least five years changed over the last decade?  Several recent 
studies have spotlighted the fact that low-income and minority homebuyers face fairly 
substantial risks of not being able to sustain homeownership.  However, these studies do 
not address the question of whether the likelihood of maintaining homeownership has 
changed over time.  While more liberal underwriting guidelines may mean that more 
first-time buyers face high risks of being unable to sustain homeownership, these higher 
risks may be offset by the growth of loss mitigation efforts that provide options for 
responding to financial crises that were not available in the 1980s.  An examination of the 
changing risks of failing to sustain homeownership is needed to assess whether efforts to 
support homeownership may be going too far. 

•	 What are the implications for households of an unsuccessful attempt at 
homeownership? Several recent studies have highlighted the fact that many low-income 
and minority first-time buyers experience relatively short tenures as owners.  Only one of 
these studies examines the subsequent housing choices of these households, with findings 
that suggest a large share of these households do regain homeownership.  Further 
examination of those who leave homeownership quickly would help illuminate whether 
these early exits are indeed a cause for concern or whether most of these cases are only 
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temporary setbacks.  Panel data could be used to identify these cases and examine both 
the likelihood of returning to homeownership and how these exits impact these families 
and individuals in terms of their housing consumption and economic and physical well
being. 

•	 What circumstances make it difficult to sustain homeownership and under what 
conditions are households best able to respond to these circumstances?  Very little is 
understood about the dynamics of the homeownership experience of low-income 
households. Several existing studies have used multivariate analysis to analyze the 
factors associated with exits from homeownership.  However, given the nature of the data 
available, these studies leave unanswered a number of questions about the process by 
which households are forced out of owning.  For example, how often do these households 
experience crises that affect either their income or their expenses?  What are the most 
common shocks?  How do different owners respond to these shocks (including whether 
they can draw upon savings, debt, insurance, or resources provided by family and 
friends), and how are variations in these responses associated with different outcomes?  
This type of understanding is needed to understand what circumstances are most likely to 
expose owners to risks and what types of interventions are needed to help address these 
risks. While at least a portion of this type of analysis may be possible with existing panel 
survey data, many of the questions of interest may not be addressed by existing survey 
questions reflecting the fact that most of these surveys were designed to examine labor 
market outcomes and not housing outcomes.  To adequately address these issues, it may 
be necessary to add modules of questions to existing surveys related to whether the 
household has experienced challenges in meeting mortgage obligations and how they 
have coped with these challenges. 

•	 What are the maintenance and repair needs and activities of low-income and minority 
owners?  Very little research has assessed the extent to which owners are confronted by 
maintenance problems and how they respond to these problems.  One study of 
participants in a low-income homeownership program found that such problems were not 
at all uncommon and that in many cases owners were unable to address these needs.  A 
better understanding of the extent of these problems would help inform policy makers 
about the need for intervention and what type of approaches would be most useful. 

•	 What has been the house price appreciation experience of minority homeowners and 
how does this experience vary by the racial-ethnic composition of where they buy? 
While a number of studies have assessed differences in house price appreciation by house 
value, much less research has examined differences by race-ethnicity of either the buyer 
or the neighborhood. While existing research suggests that there may not be any 
systematic differences in appreciation expectations, further research is needed to support 
this conclusion. 

•	 Are there differences in the ratio between market rents and values across different 
segments of the housing market?  A critical factor for determining whether low-income 
households would financially be better off renting is how high rents are relative to house 
values. The little research that has examined this issue suggests that, in fact, rents are 
higher relative to values at the low-end of the value spectrum.  Further analysis of this 
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issue would help shed light on whether there is a point at which low-income households 
would be better off renting. 

•	 What are the impacts of homeownership on the social involvement and health of low-
income and minority owners?  While the social benefits of homeownership are widely 
assumed to exist, there is little good quality research to document these benefits— 
particularly for low-income and minority owners.  Well-designed studies that control for 
the selection issues of who becomes an owner are needed to assess whether owners do 
realize these benefits and whether they vary with the income or race-ethnicity of the 
owner. 

•	 What approaches are most effective at enhancing the initial homeownership choices of 
low-income and minority individuals and families, improving choices made after 
homeownership is achieved, and helping to sustain homeownership?  Very little 
evaluative research has been conducted to assess the effectiveness of policies to 
encourage or support homeownership.  Further study is needed to ensure that the most 
effective strategies are used to help optimize the homeownership experience of low-
income and minority families. 
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